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ABSTRACT 

This report focuses on the need for better management 
of higher education resources in view of the rising costs and 
changing revenues now confronting higher education institutions in 
the United States. Rising costs and changing revenues are reflected 
in stagnating faculty salaries, a decline in enrollment, rising 
administrative and insurance costs, and a decline in government 
student aid. In addition, endowment earnings for 1989-90 have 
declined to their lowest in a decade, and a decline in the rate of 
growth has allowed the rate of inflation or other factors to add 
greater pressures. No single successful method of managing costs and 
revenues has come forward to date. Reports concerning cost management 
strategies show that cost control efforts must first clarify the 
mission of the institution before setting priorities among the 
programs (educational, service, administrative, student, etc*)* 
Break-even analysis-based data collected concerning revenue and cost 
trends and projections is shown to be a good start. Break-even 
analysis can then reveal areas from which funds could be obtained for 
enhancements and new programs. However, these management actions need 
to be in place before the next financial emergency or short-term ad 
hec solutions will result. Contains over 160 references and an index. 
(GLR) 
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EXECUTIVE SUMMARY 



The need for better management of higher education's re* 
sources is a theme of great urgency as 40 states plan or actu- 
ally cut appropriations to higher education and other public 
services. The 1987 hearings in Congress about higher edu- 
cation costs and the several reports which have appeared in 
the past 30 months provide data and information about cost 
trends, tuition increases, and explanations for the changes. 

The breadth of this topic has required a wide-ranging sur- 
vey of the professional literature covering several decades, 
for many of these problems have been encountered before, 
for example, the late 1960s. The topic cuts across many 
aspects of higher education: general revenues, the relationship 
of costs to tuition increases, faculty salaries and work load, 
research e v nenses, administrative costs, and other related 
subjects. Management actions, practices, and strategies in both 
private and public colleges and universities are discussed; 
the short and long-range responses to financial emergencies 
are described. 

The persistent theme is that analysis, planning, budgeting, 
and managing can prepare us for an uncertain financial future. 
We can avoid many of the more damaging pitfalls if we know 
the secondary consequences of the more typical ad hoc deci- 
sions made when financial difficulties arrive. 

What Are the Rising Costs and Changing Revenues? 

Although tuition continues to increase, it has been rising at 
a decreasing rate of growth since its peak in 1981 (Frances 
1990). Rising costs are partly responsible for tuition increases 
as well as spending pressures and revenue shortfalls, accord- 
ing to Frances. Uncontrollable costs come from the market- 
place and government mandates; spending pressures emerge 
from salary and fringe benefit costs. 

It still is true that faculty salaries have not increased suf 
ficiently to compensate for the losses during the runaway 
inflation of the 19703 (Hauptman 1990). The 1990 1992 reces- 
sion promises to make this problem worse. The anticipation 
of the enrollment decline in the number of high school grad 
uates in the 1990s has led private institutions to spend funds 
to make campuses more attractive, add programs, and carry 
out full fledged marketing campaigns for new students. Ad 
ministrative costs have risen as much as two percentage points 
over the past decade, but the causes are not clear The rise 
could be attributed to more student services and programs 
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to meet governmental social policy and health and safety 
requirements, and the expanding use of computers in all 
kinds of administrative functions (Chaney and Farris 1990). 
The 1990 Chaney and Farris survey of financial officers indi- 
cated a majority thought that the addition of computers and 
the upgrading of computer facilities (72 percent) were very 
important causes in the 1980s. Rising insurance costs were 
selected by 71 percent of the officers as a major cost pressure. 

Revenue shortfalls occur in two ways: a relative decline 
in the rate of growth so that inflation or other factors rise faster 
than revenues or an actual decrease in funding occurs. Endow- 
ment earnings for 1989-90 were at their lowest in a decade. 
By early 1992, it appeared that 22 states had cut 1992 appro- 
priations to higher education; more are expected. The unwill- 
ingness of Congress to fully fund student aid up to the 
amounts it had authorized or to keep aid level with inflation 
makes it harder for students to obtain adequate funding at 
even low-cost public institutions. 

However, the federal government still funds or underwrites 
almost three-fourths of student aid awarded in the United 
States. Unfortunately, that rate is down from 83 percent in 
1980-81. These decline? have caused public institutions and 
many private ones to spend more of their unrestricted general 
funds for student aid -as much as 25 percent of total aid in 
many institutions— up from 12 percent in 1980-81 (Frances 
1990). 

Institutions have been making very serious commitments 
in support of their special responsibility to recognize talent 
and help it enroll in college. Institutional aid also may help 
recruit students to offset some of the decline in the number 
of high school graduates. However, funds used for one pur- 
pose (or not collected) cannot be used to enhance programs 
or the salaries of faculty and staff. These latter needs might 
translate into pressures to raise tuition further so that more 
funds can be obtained for educational programs or other spe- 
cial purposes. A conceptual explanation of the dynamics of 
rising costs and revenues can be found in "The Lattice and 
the Ratchet" and other articles published in Policy Perspectives 
(June 1990 and later) of the Pew Higher Education Research 
Program. 

How Can We Manage and Control Costs? 

The Chaney and Farris survey revealed that financial officers 
(81 percent) were quite confident about being able to control 
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expenditures. If anyone should dobt that possibility, they 
should recall the finding from Cheu's follow-up study in 1973. 
He revisited the institutions he identified in 1971 that were 
in financial difficulty and found they had cut annual expen- 
diture growth from 4.0 percent to 0.5 percent, a reduction 
called "phenomenal" by Clark Kerr. 

Today, after several potential management "revolutions" 
(Keller 1983; Rourke and Brooks 1966), colleges and uni- 
versities have a variety of management tools available to help 
control costs, once the leaders and administrators have 
decided to do so. Some institutions successfully have adopted 
various information, analysis, and accountability methods 
to improve their planning and management abilities (Bal- 
dridge and Tierney 1979). However, there is no single strategy 
for successfully managing costs. Furthermore, the manage 
ment revolutions might have been only partially successful, 
although the current fiscal crisis should stimulate increased 
interest in these tools and techniques. 

There are some commai themes in the reports about what 
could or should be part oi a cost management strategy. First 
is to clarify the mission of the institution, then set priorities 
among the programs (educational, service, administrative, 
student, etc.). Strategic planning with a clear focus on both 
the external environment and internal operations is necessary 
to build a data base of trends and projections about revenues 
and costs. Break-even analyses for the various programs need 
to be calculated to determine which programs are financially 
self-supporting, those that break even, and those that require 
subsidies. Data from the break-even analyses, along with a 
thorough program review, should reveal the areas from which 
funds could be obtained for enhancements and new pro- 
grams. Many other activities need to be considered— such 
as those that revolve aroun 1 administrative compliance proce- 
dures— so that funding requests and accountability reports 
are accepted at face value. These strategies should be in place 
before the next financial emergency arrives. Otherwise, it's 
back to short-term ad hoc solutions, some undesirable sec- 
ondary consequences, and then a search for better solutions, 
with such pr<x*esses spiraling on into the future. One can't 
help wondering if there isn't a better way, 
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FOREWORD 



This report is about those expenses institutions must pay in 
order to remain in business— those expenses that, for many 
institutions, exceed revenue and threaten their survival. To 
some administrators and even more facuky, the increases 
i . these costs seem to be uncontrollable and in many cases 
unfathomable. In fact, with appiopriate financial accounting 
and analysis, these costs are both manageable and 
understandable. 

However, the impact of managing these costs is unique 
to each institution, simply because of the uniqueness of the 
educate al vision and mission of each institution. Therefore, 
while this report will aid administrators and faculty in under- 
standing the strategies and general short-term consequences 
of controlling costs, successful management of specific long- 
term effects depends on an institutionwide understanding 
of the important elements of its mission. 

One of the most common responses when costs exceed 
revenues is to make cross-institution cuts in the least painful 
expenses. This usually means avoiding cuts in current per- 
sonnel, especially tenured faculty. At first, these cost controls 
are seen in the reduction of travel funds or photocopying 
and support services. As the financial picture worsens, vacant 
staff and faculty positions are not filled and graduate and 
research assistants are not replaced. Each of these steps is 
taken to control costs. Yet, when they are taken without regard 
to the mission of the institution, there are no assurances that 
such short-term steps have any real power to maintain long- 
term control over costs. 

Another way to manage the costs in higher education is 
not to look at specific expenses as costs, but approach costs 
as the result of specific activities. When expenses are seen 
this way, it becomes easier to look at both how well an activity 
fits the mission of the institution as well as at its ability to 
be financially justified. An activity can be very important, or 
unimportant, to the mission. It might be financially viable, 
bringing in more income than it costs, or it might have more 
expenses than revenue and be financially draining. With this 
simple structure, an activity can be classified ir.cO four catego 
ries: important to the mission and financially viable, important 
to the mission and financially draining, unimportant to the 
mission and financially viable, or unimportant to the mission 
and financially draining. 
Without clearly understanding the mission of an activity 



"0 the Coste in Higfier Education 

ERIC 



and how it relates to the mission of the institution, it is not 
possible to even begin this system of cost management. If 
the mission is understood, it is a relatively simple decision 
to eliminate those activities that are both unimportant to the 
mission and financially draining, Hie next group of activities 
to review— the most challenging— contains those which are 
important to the mission but are financially draining, When 
decision makers evaluate these activities against the total 
financial health and mission of the institution, then they truly 
are using a strategy to manage their costs with the long term 
consequences in mind. 

John S. Waggaman, associate professor and former coor 
dinator of the Higher Education Program at Florida State Uni 
versity, Tallahassee, created this report in response to the 
urgent need for better management of higher education's 
resources. In the proceeding chapters, he discusses the 
sources of current cost and revenue problems; the relation- 
ship of costs tc nation increases; and general revenues, faculty 
salaries and work load, research expenses, and administrative 
costs. He also explores management actions, practices, and 
strategies in both private and public colleges and universities 
and points out successful response j to familiar problems. 

Understanding where costs coMe from is a beginning step 
in gaining control. However, taking action to reduce costs 
without carefully considering what the change means to the 
long-term mission of the institution might be an act of con 
trolled destruction. This report provides guidance for devel 
oping strategies to manage costs with the long term conse 
quences in mind. Unfortunately, this guidance will have little 
effect if the institutional leaders at all levels do not have the 
courage to carefully define the institution's mission. 

Jonathan D. Fife 

Series Editor, Professor of Higher Education Administration, 
and Director, ERIC Clearinghouse on Higher Education 
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CENTRAL ISSUES OF MANAGING COSTS 



This section introduces the major issues relate J to managing 
costs and describes the organization of the report. Both con- 
temporary and historical materials are reviewed; the topics 
of tuition and costs, cost control, and cost studies especially 
are important. These introductory topics summarize the rele- 
vant literature, provide background information, and identify 
the perennial issues. 

'Hie basic literature that exists about cost management out- 
lines a history of financial difficulties and a variety of studies. 
Many of the problems and proposed solutions have been 
around for a long time. A conceptual approach to this liter- 
ature is that it represents the pragmatics of higher education 
administration; an analysis represents a study of the financial 
and management culture of higher education. The natural 
structure of financial and management issues is used through- 
out this report to organize and present the findings of this 
integrative literature review. 

The need to understand these issues is clear. The demand 
for better higher education resource and cost management 
emerges from domestic and international pressures; the chal- 
lenges are everywhere. 

In the face of declining student enrollment, escalating costs, 
and tightening funding sources, higher education adminis- 
trators recognize they must maximize revenues, efficiently 
use resources, and minimize costs while maintaining— or 
improving— the academic excellence of their institutions 
(horwitz and Rolen 1991, p. 33). 

The nef;d to better manage higher education's resources 
is a theme of great urgency as 40 states plan or implement 
appropriation cuts to higher education and other public ser 
vices. Hov/ever, the messages of the new Cassandras of higher 
education management must be examined in the light of the 
experiences of the late 1960s, 1970s, and early 1980s (John- 
stone 1990). 

The criticism of college and university costs and quality 
might be inevitable given the contradictory positions about 
higher education taken by the public and by government offi 
cials. For example, some want universities to contribute more 
to technological development so the United States will be 
more competitive in world markets and to develop a highly 
trained work force. Concurrently, others condemn universities 
for the faculty teaching loads they perceive as "low." Perhaps 
these contradictions never can be resolved to everyone's sat- 
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isfaction, but citizens and taxpayers still show great support 
for the overall benefits of higher education. The willingness 
of those with access to the resources to pay rising tuitions very 
clearly demonstrates this support. 

One action most often recommended in the literature is 
that faculty, staff, and administrators should take responsibility 
to better manage the revenues and costs of our colleges and 
universities. This monograph describes a variety of practices 
that are widely used for this purpose; some of these practices 
should be fine-tuned and emulated, while others should be 
avoided if at all possible. As we sometimes must take the bad 
with the good— especially in financially difficult times— it is 
important to be fully aware of the secondary consequences 
that flow from many financial- decision alternatives. 

If any single message runs through this monograph, it is 
that analysis, planning, budgeting, and managing can prepare 
us for an uncertain future. Responding in an ad hoc fashion, 
rather than in a planned or anticipatory manner, not only 
affects the quality of services offered, it also injures the morale 
of faculty and staff and their ability to maintain a commitment 
to excellence. We can do better, as many experts are wont 
to tell us. However, in many cases we are caught in the flood 
tide of external events over which we have little control. In 
order to cope effectively, we need to learn workable man- 
agement strategies. 

This report does not prescribe a recipe for solving the prob- 
lems of financial management; that might never be possible 
given the variety of missions, programs, anu emphases of 
America's 3300 public and private colleges and universities. 
Although financial problems might appear similar among 
many institutions, the solutions often are shaped by local his 
tory and culture. However, it is useful to learn about the expe- 
riences of others and the recommendations made by the 
experts addressing these financial problems. 

The first set of issues considered here focus on the rela- 
tionship between tuition and costs. Because the availability 
of revenues determines expenditures, it is important to exam- 
ine this element first. The next section will cover all of the 
revenue sources and their cost aspects. 

Rising Tbhion and Costs 

Frances offers three reasons behind tuition increases in the 
1980s: cost pressures, spending pressures, and revenue short 



falls (1990, p. 8). She notes uncontrollable costs whose prices 
are set in the marketplace (or, I would add, by government 
fiat); her list of cost pressures includes student shifting into 
higher-cost majors, the impact of new technology such as 
computers, socially mandated programs plus social security, 
and the cost of borrowing to purchase land, buildings, and 
equipment. 

Spending pressures, according to Frances, result principally 
from compensating faculty and staff who consume up to 80 
percent of the education budget. Pressures result when faculty 
members compare their salaries with the rewards offered to 
those in other professions, opportunities for alternative 
employment, and the need to attempt to restore the purchas- 
ing power of faculty salaries that was lost to the runaway salary 
inflation of the 1970s. 

Another analyst adds that tr perceived or actual decline 
in the r. umber of high school 6 : uLates has driven up recruit- 
ing expenditures (Hauptman 1990). Hie also notes the 
increase of one to two percentage points in administrative 
casts and a matching decrease in spending for educational 
activities. Hauptman criticizes the 1988 Department of Edu 
cation study of administrative costs by Snyder and Galambos, 
citing that the study authors didn't indicate the extent to 
which these costs increased as student services were added, 
compliance with new social policy rules expanded, or that 
no other factors that stimulated the cost increases were 
identified. 

Both authors indicate that the revenue shortfalls of the 
1980s -from both state and federal sources— led to compen- 
satory increases in tuition even at state institutions in which 
tuition covers only a small share of the total cost of education. 
And by using a student-cost index, Frances shows that the 
growth of student financial aid was slower in the 1980s than 
was the increase in student costs, although financial aid 
exceeded the cost index in the 1970s. (See the reports of both 
Frances and Hauptman for their substantive explanations and 
aggregate tables of national data.) 

Another way to study rising costs is to survey the chief 
financial officers of colleges and universes; Chaney and 
Farris conducted one such survey of 4*/„ public and private 
colleges and universities in 1990. Officers surveyed reported 
that the cost and revenue factors which had the greatest 
impact on tuition were an increase in academic expenditures 
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(44 percent), an increase in operating expenditures (39 per- 
cent), state tuition policy requirements (37 percent), and a 
desire to improve the quality of the institution (35 percent). 
However, this list changes substantially when public and pri- 
vate institutions are grouped separately, For public institu- 
tions, the most important fanors were state tuition policy 
requirements and a decrease in the proportion of state/local 
funding; these two factors rarely were cited by the private 
institutions. Very important factors for the private colleges 
were an increase in operating expenditures, increase in insti- 
tutional student aid, and a decrease in the proportion of fed- 
eral funding. 

More than 80 percent of the financial officers r?-.ed their 
institution's ability to control expenditures i ner excellent 
or good. The five expenditure categories wh „ii rose faster 
than inflation at their institutions during the period between 
1980-81 and 1987-88 were insurance costs (71 percent), mar- 
keting and recruiting costs (58 percent), computing equip- 
ment and facilities (54 percent), administrative computing 
(53 percent), and the cost of complying with government reg- 
ulations (53 percent). 

The three categories which had the largest effect on increas- 
ing nonacademie expenditures were insurance costs (37 per- 
cent), marketing and recruiting costs (29 percent), and the 
costs of administrative computing (27 percent). The single 
category in which more officers (42 percent) said the in- 
creases were less than inflation was with regard to the salaries 
of part-time faculty. Another important cost factor was the ren- 
ovation or expansion of facilities. Between 1980 81 and 1987- 
88, 72 percent cited an upgrade in computing facilities, 48 
percent cited an upgrade in academic and research facilities, 
and 33 percent cited an upgrade in library facilities. The 
important conclusion here is that increases in costs— as well 
as stable or declining revenues— have contributed to tuition 
increases. 

Management and Control of Costs 

The Chaney and Farris survey of financial officers also 
requested information about controlling costs or improving 
management: 

0/15 actions that fx)tentialty cotild help to control costs 
(whether or not these actions were taken for that reason), 
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the actions selected most often by respondents as having 
a great impact were implementing institutionwide budget 
cuts (28 percent), delaying or modifying new construction 
(24 percent), cr increasing the use of part time faculty (21 
percent). Between 42 and 62 percent of the respondents 
claimed tloat these actions were taken at their institutions 
(pp. 23-4). 

The secondary consequences of such actions are described 
in later sections of this report. Two of the more surprising 
findings about actions that are not likely to show an effect 
on costs were establishing cooperative programs (41 percent) 
and reorganizing the administration (25 percent). 

A high percentage of the financial officers reported under- 
taking three action choices: improving the budgeting process 
(82 percent), developing a strategic plan (78 percent), and 
implementing or modifying a management information sys- 
tem (68 percent). These three programs are elements of the 
management revolution reported by Rourke and Brooks 
(1966) and Keller (1983). In all, one-third of the officials sur- 
veyed reported that these initiatives were very effective and 
two thirds indicated they were somewhat effective. Baldridge 
and Tierney indicate how these initiatives can be effective 
in small private colleges (1979). 

A conclusion drawn from the survey of financial officers 
is that they are more confident about controlling expenditures 
than they are about increasing revenues. Their optimism is 
contrary to the opinions cited in a critical article published 
in a 1990 issue of Change which features the need for and 
the inherent problems of cost containment. A review of the 
difficulties in linking budgets and plans can be found in 
Schmidtlein (1989-90). A more balanced treatment of the dif 
Acuities in managing costs can be found in chapter four of 
Minimizing Costs: Institutional, State, and Federal Options 
(Kirshstcin et al. 1990, pp. 103-34). The concluding section 
of that chapter states: 

At each level, changes have been proposed— and many 
implemented— to restrain further escalation in higher edu- 
cation costs. However, most of these policy options come with 
tradeoffs attached: costs are either transferred from one 
party to another, shifted from the present to the future or 
reduced [to. the detriment] of some other aspect of Amer 
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ican higher education, such as choice or quality. Reducing 
costs is thus far more complex than simply cutting institu- 
tional expenditures. Any efforts to cut costs must considet 
the diversity of American higjher education, the tradeoffs 
which occur when costs are reduced, and the fact that 
Americans have high expectations for their colleges and uni- 
versities (p. 134). 

K is hard to disagree with those sentiments. However, it is 
important to note that many of the problems of managing 
costs have a long history. 

Cost Studies of Earlier Decades 

One of the earliest studies cited (Russell 1931) about costs 
in higher education was by Stevens and Elliott in The Unit 
Costs of Higher Education (1925). This study used as an out- 
put measure expenditures per student credit hour. Russell 
explains in his dissertation study that real outputs could not 
be known at that time, so the expenditure data would have 
to serve as a surrogate measure for outputs. 

Data for Russell's study of efficiency in college operations 
was obtained from 31 colleges that were affiliated with the 
Methodist Episcopal Church. Russell initially focused on in- 
efficiencies, the first of which involved teaching personnel. 
Measures included a teaching staff larger than necessary (a 
ratio of less than 20 to 1 of students to teachers); light instruc- 
tional loads (less than 15 credit hours a week); small classes 
(less than 20 students); and inadequate provisions for super- 
vising instruction. Many other categories and measures were 
used and covered all functions and activities of a typical 
college, 

The final step involved computing expenditures per student 
and per functional category and then comparing the ineffi- 
cient expenditures. Thus, using a standard methodology, 
standardized costs could be generated across 31 colleges and 
then compared to reveal the most efficient and least efficient 
colleges. Russell discussed these and related ideas in his 1954 
revised edition of The Finance of Higher Education, which 
was reprinted several times— as late as 1967. 

It should be obvious that many of the current problems 
of preparing a cost analysis of institutional resources were 
identified moie than 60 years ago. The same questions still 
are being asked: How many classes comprise less than 10 stu- 
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dents? Do faculty teach enough courses, credit hours, and 
undergraduate students? A review of cost studies and costing 
concepts from earlier years through the 1950s and 1960s can 
be found in Winner's 1972 article in the Review of Educa- 
tional Research. The Sixty College Study (liberal arts colleges), 
The Council of Ten Study, and others were reviewed * 

A large number of cost-related studies appeared in the late 
1960s and early 1970s. The slowing of revenues after the dou 
bling of college enrollments between 1960 and 1969 brought 
a cost-income squeeze and a critical need to curtail or control 
costs. One of the more sophisticated analyses of costs and 
expenditures used microeconomics to study the economies 
of scale of institutional operations— such as the shifts in cost 
as enrollment change ^laynard 1971). An analysis of revenue 
and expenditure dai*. io: 66 small liberal arts colleges, some- 
what in the Russell tradition, emphasized the link between 
cost analysis and planning (Meeth 1974). A list of recommen- 
dations for institutional effectiveness and an annotated bib- 
liography were included. 

A broader based study which focused on various kinds of 
institutions in financial difficulty was The New Depression in 
Higher Education (Cheit 1971). Of the 41 institutions 
sampled, 12 were not experiencing difficulty. The financial 
characteristics of the untroubled colleges revealed they usually 
had good relations on campus and in town, smaller student 
aid expenditures, a more controlled rate of program growth, 
lower average compensation, administrators who believed 
that their institutions were quite efficient, less difficulties 
when federal support declined because they weren't depen- 
dent on such support, additional untapped sources of income, 
and certain other helpful circumstances. 

The institutions in financial difficulty reacted to the cost 
income squeeze by postponing expansions and new program 
growth and by implementing general belt-tightening measures 
(cutting ard freezing expenditures), cutting and reallocating 
resources between departments and programs, searching for 
new revenues, and planning and worrying about next steps. 

*Hvo organizations important for attempting to codify the proc edures and 
concepts of institutional cost studies are the National Center for Higher Edu 
cation Management Systems (in Boulder, Colo.) and the National Association 
of College and University Business Officers (in Washington, D.CA Both hold 
many relevant publications with periodic updates and conduct training 
workshops. 



ERIC 



\ in R the Costs in Higher Education 



O * 



Many private institutions used deficit financing. Five significant 
cost stimuli were reported: inflation, faculty salaries, student 
aid, campus disturbances, and growth in responsibilities, activ 
ities, and aspirations. These problems sound familiar 20 years 
later. 

In 1973, Cheit revisited the 41 schools in the original study 
and found a fragile stability. Clark Kerr in the foreword to the 
follow up report stated: 

The reduction of the rate of increase of costs has been 
almost phenomenal In terms of rising expenditure per stu- 
dent per year above the general rate of inflation, tfje rate 
of increase for this group of institutions has gone down 
from nearly 4.0 percent in the earlier period to OS percent 
(p. v). 

It is important to note that the second report provides a 
record of real adaptation by institutions to controlling and 
reducing costs. Also, it is in this report that Cheit describes 
the kind of adaptation that was occurring: "The method of 
change is by substitution or even contraction, but not by 
growth" (p. 73). Kerr calls this the hardest kind of change 
strategy. Change by substitution (in other words, internal re- 
allocation of resources) is advocated today as the principal 
means of adaptation (Zemsky and Massy 1990). 

Rounding out this brief review of some of the important 
literature about the management of costs are two books with 
similar emphases. The older, The Managerial Revolution in 
Higher Education (Rourke and Brooks 1966), found higher 
education institutions adopting new management methods 
to increase both their effie.ency and effectiveness. What they 
found was this: 

In place of the loose, unstructured, and somewhat casual 
methods of management practiced. . . in the past, we have 
seen a growing commitment to the use of automation in 
the routine processes of administration, an increased resort 
to data gathering and research as a basis for policy making 
and an expanding effort to develop objective criteria for 
making decisions on the allocation of resources instead of 
leaving these matters entirely to the play of campus pressures 
or the force of tradition (p. vi). 



The results of the study, gathered from questionnaires sent 
to more than 400 state institutions and interviews with more 
than 200 individuals at 33 colleges and universities, led 
Rourke and Biooks to conclude that a managerial revolution 
was taking place. Computerization and institutional research 
were seen to play key roles in these changes. 

Another view on this subject was titled Academic Strategy: 
The Management Revolution in American Higher Education 
(Keller 1983). Keller wrote about the planning and manage- 
ment revolution overtaking higher education 17 years after 
Rourke and Brooks. He especially was concerned with the 
application of strategic planning to the mounting problems 
of higher education: "A specter is haunting higher education: 
the specter of decline and bankruptcy" (p. 3) was his opening 
line. Keller saw a need for leaders, administrators, staff, and 
faculty to perceive and act on the necessity to reformulate 
the administration of higher education. In 1990, he told a doc- 
toral student in the Higher Education Program at Florida State 
University that he most regretted that many institutions had 
failed to connect planning with budgeting, the link necessary 
to make strategic planning work. And so the need for better 
management continues, especially during a recession. 

Organization of This Report 

This monograph is not primarily concerned with the issue 
of rising tuitions, although it does identify one of the impor- 
tant components of tuition growth: costs and expenditures. 
How costs are managed— ways the actions and decisions are 
made to control, reduce, increase, and account for institutional 
expenditures and costs— is the primary focus. 

The next three sections of this monograph cover the main 
topics related to managing costs in higher education. The sec 
tion titled "The Influence of Revenues on Costs" examines 
some of the more prominent issues about the circumstances 
in which costs are generated by revenues and how the major 
sources of revenues have changed and affected costs. 

The section following "Revenues" focuses on "Costs and 
Cost Pressures." It is a review of the external and internal cost 
factors, the dynamics of change, and die nature of institutional 
responses. What are these pressures, and can they be man- 
aged? For prognostications about future costs, one shouk! con- 
sult the 1990 publications cited above and note that none 
anticipated a recession of any depth or duration. 



"Aspecteris 

haunting 

higher 

education: the 
specter of 
decline and 
bankruptcy," 



ERIC 



O %ing the Costs in Higher Education 



'Of 
CO 



The third section tocuses on "Managing and Controlling 
Costs." Major revenue and cost problems are described, typi- 
cal reactions noted, and the secondary consequences iden- 
tified and examined. Mini-case materials are used to illustrate 
the various reactions. The management strategies, tactics, and 
practices used to control costs in both "ordinary" times and 
financial emergencies are presented. 

The last section, "Cost Management Practices," summarize-, 
the cost management approaches reported and recommends 
a set of procedures for better cost centri ! Although the tone 
here is more prescriptive, these are general approaches to 
th ; important management and administrative activity. We 
have yet to find a single cost management recipe or silver bul- 
let that will serve all the needs of higher education. But many 
approaches are available to those who want to systematically 
control costs. 



THE INFLUENCE OF REVENUES ON COSTS 



Ip is section the nature of the relationship between 
revenues and costs first is examined. Then, each major source 
of revenues is ' lentified and its impact on costs assessed. 
Although greater revenues might be needed for worthy edu- 
cational purposes, it is not assumed that in^c *sed revenues 
will lead to a better management of costs. Following is a brief 
description of the revenue-cost nexus. 

The relationship of revenues to costs oftentimes is direct, 
sometimes obscure. The purpose for which revenues are 
received usually establishes the unit level of costs for a pro- 
gram, The ability to manage these costs often is constrained 
by restrictions placed on revenues. The demands to imple- 
ment programs not fully funded might artificially hold down 
costs and prevent quality program development. 

At other times, new programs might receive revenues by 
taking them from older programs, a process of interna! re- 
alisation. The Carnegie Commission on Higher Education 
claimed the latter was an appropriate strategy for the 1970s, 
*i might be widely practiced in the 1990s (1972). Internal 
reallocation, now called growth by substitution, results in an 
interna! shifting of costs as well as revenues (Zemsky and 
Massy 1990; Cheit 1973). 

The Revenue Theory of Costs 

In 1980, Howard Bowen defined a fundamental relationship 
between revenues and costs: "The basic concept underlying 
the revenue theory of cost is that an institution s educational 
costs per student unit is determined by the revenues available 
for educational purposes" (p, 17). Thus, the greater the 
revenues, the greater the cost or ^ds expended. Bowen 
deduced five "laws" from his theory: 

1. The dominant goals of institutions are educational excel- 
lence, prestige, and influence. 

2. In quest of excellence, prestige, and influence, there is 
virtually no limit to the amount of money an institution 
could spend for seemingly fruitful educational needs. 

3. Each institution raises all the money it can 

4. Each institution spends all it raises. 

5. The cumulative effect of the preceding four laws is toward 
ever increasing expenditure (pp. 19-20). 

Although Bowen was concerned with instructional unit costs, 
his codification of the relationships between revenues and 
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costs has explanatory power across most activities in colleges 
and universities. It is practically an iron law that nonprofit 
organizations will attempt each year to spend every dollar 
they receive. In much of the nonprofit sector, arrival at the 
end of the fiscal ) ^ with funds unspent and uncommitted 
(unencumbered) often is looked on as evidence of poor man- 
agerial ability (or padded budget requests) rather than good 
financial stewardship. In nonprofit organizations, no rewards 
are offered for "saving" revenues as would be offered in the 
piofit sector. 

Another reason for the absence of funds at the end of the 
fiscal year is that nonprofit organizations always have a long 
list of unmet needs and underfunded programs. The list of 
unmet needs in higher education grows during the years 
when government spending is reduced (relatively or abso- 
lutely); the list lengthens when technologies change, new 
demands emerge (to facilitate state economic development, 
for example), and old resources have to be augmented or 
replaced iust to sustain current operations. The postponement 
or deferral of the maintenance of equipment and facilities, 
which inevitably results in greater costs in the future, illus- 
trates the dilemma facing many underfunded colleges and 
universities. 



Funding Higher Education's Goals 

When resources are available, governments, corporations, and 
individuals provide financial support to colleges and univer- 
sities so valued social goals might be achieved. The goals 
include socialization into a broader culture, education to per- 
petuate the political and economic system, training for 
employment, generating new knowledge and technology, and 
many other purposes. The elixir of higher education is 
thought to perpetuate the social classes and facilitate social 
mobility, bn-uden and deepen the understanding of the 
young, and provide the high technology that will make Amer- 
ican goods more competitive in the world market. 

One of the unique social purposes expected of colleges 
and universities is the identification and nurturing of talent. 
The various programs to recruit students and then provide 
them financial assistance, guidance and counseling, learning 
resources, good instruction, and job placement opportunities 
indicate how extensive this commitment has become. Amer- 
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ican institutions providing a vast array of services generate 
a need for revenues from a great variety of sources, since no 
single benefactor pays the cost of an entire service or all ser- 
vices provided by an institution. 

External sources of funds are governments, foundations, 
business and industry, individual donors, alumni, parents, 
and the clients of college and university programs. Clients 
Jemand services and offer resources in exchange. In the pro- 
cess, if the demanded services cost more than the resources 
offered, then some way must be found to bring them into bal- 
ance. In response, the services demanded can be restricted, 
the offered resources increased, existing resources reallocated 
from ongoing programs, or revenues increased from other 
sources. These broadly negotiated arrangements (many 
through governing boards or legislatures) should be con- 
trasted with the limited options available when programs are 
mandated. 

In some instances, extern, .1 sources mandate programs or 
services and foil to adequately, fully, or even partially fund 
their rrvandates. State and federal government demands based 
on old social policy (such as social security) and new social 
policy oftentime fall in this category— accountability report- 
ing, building access for the disabled, implementing new 
health and safety standards, energy conservation, and recy- 
cling, for example. 

Another demand, like a mandate (from a variety of sources 
but especially governments), is to offer contracts for services 
but noc pay hill overhead costs, or to restrict the amount of 
overhead to exclude such elements as publishing reports. 
In these instances, the offer of resources for some service is 
made on a "take it or leave it" basis. Government actions in 
these matters might result froti shrinking revenues from tax- 
payers or a change in attitude about higher education. 

The current pattern of reduced government funding is, 
according to Robert M. Rosenzweig, \. resident of the American 
Association of Universities, more than a temporary problem: 

There has been a sea change in the views of polity makers 
in the United States and Western Europe about the financ- 
ing of higher education It takes different forms in different 
places, but the overriding fact is that governments now 
expect more from their universities but want to pay less for 
#(1990, p.A44). 
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In the same vein but at the state level, legislators in Florida 
in 1990-91 b**gan to question whether they wanted to fund 
the expanded missions of community colleges beyond the 
historic purpose of preparing students to transfer to four-year 
institutions and postsecondary education for individuals with 
special needs. The belief that higher education is involved 
in too many activities and doesn't place enough emphasis 
on instructing undergraduates well is voiced by many indi- 
viduals and legislators. Many state governments place a higher 
priority on undergraduate instruction in universities than on 
graduate education and research, Falling state revenues might 
stimulate a review of institutional missions and priorities in 
relation to those of government. 

Changes in the economy cause ripples throughout higher 
education (Anderson and Meyerson 1990). Reductions in dis- 
cretionary income to individuals and the rising cost of higher 
education influence the choice of institution. A slowing econ- 
omy, due to such factors as rising oil prices, moderate infla- 
tion, stubborn interest rates, and other economic problems 
reduces the value of tax revenues paid to all levels of gov- 
ernment. Higher education frequently feels the double pinch 
of declining state revenues and lower purchasing power 
because of inflation. Similarly, falling government aid to stu- 
dents, whether relative or absolute, further compounds the 
situation. 

It is not only the strength of the economy as the basis for 
taxes that is important to higher education. The economy is 
the destination of most of the graduates of colleges and uni- 
versities, However, a belief persists that the United States has 
an excess number f college graduates and that these grad- 
uates are taking jobs that formerly would have been filled by 
high school graduates. A recent report estimated that "the 
pool of college graduates exceeds by about 15 percent the 
need for their skills in professions that require college train- 
ing, among them engineering, accounting, law, and medicine" 
(Uchitelle 1990; see also the hypercritical report by Freeman 
1976). 

However, the "overeducated" college graduates were beir.g 
hired because their degrees indicated to employers that these 
people had such qualities as punctuality, gcxxi work habits, 
and the ability to learn on the job. No other industrial society 
has so many college graduates. Many observers believe this 
situation is a waste of consumer and taxpayer funds, The 
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image projected is that parts of higher education can be both 
personally expensive and socially wasteful, even though it 
is providing a useful and needed service. 

Demographic Change and Costs 

A reduction in the number of undergraduate students tends 
to drive up instmctional costs. This especially is true at col- 
leges and universities in which the faculties are heavily 
tenured, the emphasis has been on undergraduate instruction, 
and small classes have been the norm. At research universities, 
such a decrease likely will reduce the support available for 
graduate students, since fewer teaching and lab assistants will 
be needed. 

In addition, the extra revenue from undergraduate tuition 
and state instructional subsidies would decline and reduce 
the support for both funded and unfunded research, a chal- 
lenge to the mission of a research institution. The costs of 
instruction could increase if 1 ^search faculty are called to 
teach more, for researchers tend to be paid higher salaries 
and come from higher cost disciplines. Low enrollments and 
small class sizes lead to rising costs. 

Another consequence of actual or anticipated decline in 
the number of undergraduate students is that institutions add 
to their administrative costs. Such costs automatically would 
rise if the share of administrative costs is allocated across a 
decreasing number of students. For example, institutions 
might expand their student-recruitment activities into a full- 
fledged marketing program, which includes adding staff, hir- 
ing consultants, improving and increasing advertising, visiting 
more high schools, cultivating alumni and friends of the insti- 
tution in a more sophisticated manner, and so on. Private col- 
leges have been developing and perfecting their marketing 
programs for many y jars as they attempt to cope effectively 
with the demographic swings of the 1990s. 

Another response to declining enrollments is to expand 
services and facilities to make the institutions more attractive. 
The private colleges that appeal to a financially well-off cli 
entele might add everything from riding stables to interna- 
tional tours as part of the educational experience. However, 
large public institutions might offer large student unions, 
beautiful grounds, and leisure-sports complexes rivaling com- 
mercial sports centers. In this vein also are the expanded 
intercollegiate-sports facilities at many private and public insti- 
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tutions that support national football, basketball, or other 
sports— many for both men and women. 

The expenditures on sports are believed to bring increased 
visibility and, indirectly, more revenues. Of course, the costs 
of top football teams can rise so high that even though a uni- 
versity generates millions in sports revenues, this might not 
be enough to keep the athletic department out of debt. The 
ambition to be the best indeed is costly. On the other hand, 
a very successful sports program can make substantial funding 
contributions to academic programs and general student 
scholarships. 

Revenue from Tuition and Student Aid 

The principal revenue sources examined below include 
tuition and student financial aid. Federal and state support 
and gifts and endowments are described in subsequent 
sections. 

Tuition and student aid 

TUition is the price charged the student for instruction and 
educational programs. It is not the total cost of education, for 
few institutions could charge full cost and enroll the number 
of students needed to make the institution economically via- 
ble. Low tuition at public two- and four-year institutions is 
designed to make a higher education available to all who are 
qualified. 

Tuition ranges from 20-35 percent of the cost of instruction 
at public institutions to 5570 percent at private schools. A 
variety of sources subsidize the cost of instruction, including 
benefactors, state and local governments, student financial 
aid providers, and the institutions themselves through invest- 
ments. Clearly, an important link exists between tuition and 
student aid. 

Although tuition is the price of instruction to students, it 
is not always a single fixed amount (even when differentiated 
by level of education). Colleges offer discounts or reductions 
to their basic tuition rates; both public and private colleges 
and two-year institutions offer them. The discounts are pro- 
vided to recruit students, to implement some mandated public 
benefit, and to keep a desired mix of programs and faculty. 
When a college makes exceptions to its stated tuition rates, 
two effects can occur: Its potential revenues and funds for 
other programs are reduced, and costs are shifted from partial- 



paying students to those who can pay the posted price. These 
reductions are targeted to various groups, for example: the 
children of alumni, multiple members of the same family, 
the children of professors in private colleges, children of 
deceased fire fighters, police officers, or veterans, people over 
age 65, convicts, and others. In graduate institutions, tuition 
remission might be offered to graduate students who provide 
services such as teaching or research assistance to an insti- 
tution. At public institutions, such discounts might include 
a waiver of out-of-state fees for nonresidents as well. 

These price discounts are not to be confused with the 
scholarships, fellowships, and assistantships provided to 
undergraduate and graduate students; often these awards also 
make the recipient eligible to receive a tuition discount. Stu- 
dent aid and fee waivers (discounts) are offered in combi- 
nation to undergraduate students with special talents in such 
areas as academics, athletics, music (the marching band, for 
example), performing arts, and special occupational cate- 
gories. These total-aid packages specifically might be used 
to bring a variety of talents and backgrounds to a campus. A 
problematic aspect of some financial aid awards is generated 
if the funds are used for no-need scholarships or fee reduc- 
tions. Conversely, the funds are judged to be used more 
appropriately when awarded to students who have a genuine 
financial need, especially if such individuals are highly 
talented and/or minority students. However, it should be clear 
as reported previously that multiple uses exist for student aid. 

Labeling the lost revenue from the price reductions as a 
cost is crucial when an institution decides to devote an 
increasing share of its unrestricted current funds to financial 
aid. Price discounts can be treated as revenue reductions 
rather than costs when the institution makes no attempt to 
transfer funds from a nontuition source to the tuition revenue 
fund for the discounts. However, spending funds for student 
aid that have been obtained from the unrestricted general 
fund constitutes a cost, especially if the funds could have been 
used for other purposes (see Hauptman 1990). Herein lies 
a significant issue aside from the accounting procedures. The 
additional expenditure for student aid may come partially or 
wholly from the revenues generated from increased tuition— 
those who can pay the regular tuition will be partially sub- 
sidizing those who cannot pay full price. This internal redis- 
tribution of tuition income may be seen as an unfair "tax" 
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on full-paying parents, many of whom also would object to 
paying increased income taxes just for higher education, 

Tbltion investments. A recent innovation open to people 
who want to save money for the future higher education of 
children is the fixed-tuition contract Such contracts result 
when a prospective student's family or benefactor makes a 
lump-sum deposit (or time payments) some years in advance 
to purchase one to four years of future tuition at current 
prices. 

Institutions (and states) that have such plans are speculating 
that the interest earned on the advance payments will be 
enough to cover the tuition charged in the future. A decline 
in the market for investments, rising inflation, and reduced 
funding by governments (which could necessitate a significant 
increase in tuition) make this plan risky for institutions. Both 
private and public institutions that use these plans could have 
to pay large costs in the future because the prepaid funds and 
income will be insufficient to cover future costs. 

The fact is that very few finnnrhl managers or institutional 
administrators accurately can iorecast interest rates or higher 
education costs fifteen, ten, five, or even three years in 
advance. A further complication that results from this plan 
is that its existence might place political restrictions on the 
management of institutional revenues and budgets. For exam- 
ple, when public university presidents in Florida called for 
a tuition increase, objections immediately arose from the man- 
ager of the state's prepaid tuition fund. This shows that a well- 
intended idea can result in undesirable secondary consequen- 
ces for institutions. Successful programs of this kind which 
do not restrict an institution's ability to raise tuition are to be 
commended, but then who will pay a future deficit between 
the tuition contract and the new tuition price? 

Tuition charges and increases 

Table 1 is created from data published in the 1988 Digest of 
Education Statistics and illustrates the charges to students in 
1987 88. It also indicates the magnitude of differences 
between degree programs and institutional control. Charges 
for the current year would be larger. 

Between 1973-74 and 1985-86, the price of higher education 
to students ai public institutions rose by 143 percent at a uni- 
versity, 149 percent at four-year colleges, and 135 percent for 



1987-88 CHARGES TO STUDENTS 

TUition and Fees 
TUition and Fees Plus All Charges 

2-year 4-year University 2 year 4-year University 
Private $3,910 6,670 8,770 6,870 10,050 13,330 
Public $690 1,320 1,750 3,230 4,130 4,760 

two-year colleges. In the private institutions, the increases 
were 199 percent for universities, 179 percent for four-year 
colleges, and 166 percent for two-year colleges (Hartle 1986). 

During the 1970s, the increase in tuition was below the rate 
of inflation, but during the 1980s it was above the rate mea- 
sured by the Consumer Price Index. The rate of increase in 
tuition at private institutions regularly exceeds the increase 
for public colleges and universities. Frances in 1990 reported 
that the rate of tuition increase has declined substantially since 
1981-82, when the rise for private institutions was 12.5 per- 
cent; this then fell to 8 percent in 1987-88. The decrease was 
larger for the public-sector institutions: It fell from almost 9 
percent to 5 percent during the same period. 

College administrators who want to increase tuition revenue 
may undertake a number of curricular and structural changes 
including everything from making two-year institutions into 
four-year colleges to adding n business management minor 
for liberal arts students. When administrators overfocub their 
attention on the revenue potential of their solution, they fail 
to consider the costs. That is, adding students might require 
adding part-time or full-time faculty, library mateiials, financial 
aid, and a variety of services. Such future costs must be antic- 
ipated and managed if the expected increase in revenue is 
to help cover preexisting costs. 

Student financial aid 

Since 1970, according to estimates, more than $200 billion 
has been spent on student financial aid; b> the early 1980s, 
the amount spent each year had reached nearly $20 billion 
(Wittstruck 1988). Annual financial aid now is estimated at 
nearly $jJ0 billion (Hauptman 1991). A portion of this aid is 
used to pay tuition, which in turn helps pay part of the cost 
of instruction, 

Student financial aid, while increasing 218 percent during 
the 1970s, increased by only 21 percent during the 1980s. This 
translates to a decrease of 6 percent after adjusting for infla- 
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tion (Hansen 1988). The relative decline in the growth of aid 
stimulated many private institutions to increase the share of 
revenues they spent on student financial aid. "Institutions had 
more than doubled the amount of aid they provided from 
their own resources between 1979-80 and 1986-87" (Haupt- 
man 1990, p. 73); the increase rose from $2.2 billion to $5.2 
billion. Such aid might constitute 20 to 25 percent of student 
financial aid. These data indicate that the external sources of 
aid— such as the federal government, which funds 73 percent 
of aid— have not kept pace with the growing demand for aid. 
In fact, declining federal aid might have stimulated tuition 
increases. That kind of result is the opposite of the relation- 
ship touted by former Secretary of Education William Bennett. 

The tuition-student aid nexus. Various assertions have 
been made about the relationship between costs, student 
financial aid, and tuition charges. One version, propounded 
by Bennett, asserts that as the federal government increased 
financial aid, institutions raised their fees to capture the 
increased aid monies. The implication is that a rise in federal 
aid stimulated a rise in costs. President William Bowen of 
Princeton wrote in 1987 that he believed mostly the for-profit 
sector of postsecondary education might show such a ten- 
dency (Higher Education Costs 1988). Subsequent reports 
in Congress and elsewhere confirmed Bowen's thesis. 

Early estimates for 1989-90 are that the federal government 
supplied about 73 percent of student financial aid ("Flash- 
card" 1990); this number is down from 78 percent estimated 
for 1984-85 (Andrew and Russo 1989) and 83 percent in 1980- 
81. In 1984-85, the federal government was in the last stages 
of phasing out direct student aid to social security dependents 
and veterans. State student aid was estimated to be 6 percent 
in 1989-90, 7 percent in 1984-85, and 5 percent in 1980-81. 
The remainder, institutional aid, was estimated at 21 percent 
in 1989-90, 15 percent in 1984-85, and 12 percent in 1980- 
81. No local aid was reported. As can be seen, the fastest grow- 
ing aid component was from colleges and universities; other 
estimates maintained that institutions might be providing 25 
percent of the student financial aid (Frances 1990). 

Federal Support of Higher Education 

The federal government is not only the largest single supplier 
of student financial a i but also the largest source of funds 
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for research. An official estimate for fiscal year 1990 shows 
$9.6 billion for student aid, $33 billion for other postsecond- 
ary programs, $13 billion for research, and about $2 billion 
for other special programs. In addition, the student aid pro- 
grams generate $11.3 billion of support from state agencies 
institutions, and private sources (Federal Support for Edu- 
cation 199h pp. 1415). Very few federal dollars are awarded 
directly to fund the cost of instruction, although some funds 
may be targeted for certain critical fields. Even though monies 
from federal sources are significant and necessary, they are 
not consistent sources of revenue. Their reduction has a pro- 
found effect on student educational opportunity and the pro- 
duction of basic research and development in the nation. Fol- 
lowing are major expenditures of federal funds. 



Student assistance 

Student financial aid is an important means by which to 
recruit college youth who are talented but who lack sufficient 
resources. It also is a means by which to recruit minorities 
and others who can provide the multicultural environment 
for a campus that mirrors the larger society. Presently, one- 
third of all need-based financial aid recipients are considered 
minority-group members (Stampen and Fenske 1988). 

The nature of federal student aid has changed dramatically 
in 'he pasr 15 years. In 1975-76, grants accounted for 80 per- 
cent of all student aid; their share declined to 56 percent in 
1980 81 and then to 49 percent in 1988-89 (Hartle 1990). 
Grants are very important in enrolling disadvantaged and 
minority students. Unfortunately, grants might not be achiev- 
ing their public policy objectives: 

Persistence is a serious problem tn both public and inde- 
pendent higher education, particularly for black and His- 
panic students. The dirty secret of the Pell [Grant] Program 
is that half of all recipients never complete any academic 
program (Saunders 1991, p. B2).* 

* These and other facts about the federal programs will be considered in 
1992 when Congress renews the Higher Education Act. Saunders believes 
ma)or changes might be in the wings; proposals are to be made by Lamar 
Alexander, the secretary of education. The emphasis might shift to providing 
funds to those institutions with the best management records in the use of 
student aid monies. 



© jging the Costs in Higher Education 21 

ays 3s 



Federal student aid programs for the disadvantaged were 
established through the Higher Education Act of 1965. Need- 
based grant programs for the disadvantaged began then along 
with government-guaranteed private bank loans for middle- 
class students (Gladieux 1989). The Equal Opportunity Grant 
Program of the federal government passed in 1972. These pro- 
grams increased minority enrollment substantially (Astin 
1982); minority participation continued to rise until the late 
1970s. The shift in the 1980s from grants to loans, as described 
earlier, has required low-income and minority students to 
select loans as their means of college finance, 

Unfortunately, the shift has led to decreased minority en* 
rollments, increasing defaults on loans by students from low- 
income families, and other undesirable consequences. How- 
ever, some evidence proves the programs work. For example, 
Wilson (1990) reports a study that revealed that almost 93 
percent of black students who received giants still were 
enrolled after the first year, compared with only 66 percent 
who did not receive grants. Whereas the right types of aid can 
help students persist in college, these positive relationships 
might decline over the years of attendance— and many of 
these students will not receive a degree (Jensen 1981, 1984; 
Leslie and Brinkman 1988). 

Another important policy issue about federal student aid 
centers on the default rates of federally guaranteed loans. The 
rates have caused any number of problems for both majority 
and minority students and the institutions involved. Federal 
government officials and members of Congress also have been 
widely criticized for allowing the rates to rise and stay so high. 
According to Business Officer (1991, p. 7), the average default 
rate is about 17 percent; proprietary trade schools average 
27 percent. Defaulted loans have grown from $151 million 
in 1981 to $2.7 billion in 1991. The federal government now 
is removing the eligibility of students for these loans if an 
institution's default rate exceeds 30 percent. 

Research projects, equipment, and facilities 

Six major agencies of the federal government support research 
in universities: the National Science Foundation, the National 
Institutes of Health, the National Aeronautics and Space 
Administration, and the departments of agriculture, defense, 
education, and energy. The Department of Health and Human 
Services funoa the most research {Federal Support forEdu- 
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cation 1991, p. 8). A variety of committees in both the U.S. 
House and Senate oversee the research programs and their 
appropriations; several national associations of universities 
monitor and lobby for research funding. 

The primary purpose behind federal support of university 
research is to underwrite the long-term development of fun- 
damental knowledge. The government realizes that about two 
thirds of the basic research in the United States occurs on uni- 
versity campuses. This fact alone leads the national military 
establishment to support university research as a potential 
contribution to national security. Technological development, 
world economic competition, health, safety, and many other 
factors stimulate federal support of research. 

Another and equally important objective is to support the 
training of the next generation of scientists. However, the 
research resources provided by the federal government to 
colleges and universities have changed significantly. For exam- 
ple, "Federal funding of academic research— including the 
associated equipment— grew at an average annual rate of 15.7 
percent, in constant dollars, during 1953 1967, but the rate 
fell to 1.6 percent during 1968-1983" (University Research 
Infrastructure 1986, p. 463). From 1983 to 1990, university 
research (constant) funds increased from $9 billion to $13 
billion or about 5 percent annually (Federal Support for Edu- 
cation 1991, p. 8). In 1983, federal funding of $4.96 billion 
(current dollars) constituted about 64 percent of academic 
research and development; state and local government funded 
about 7 percent, industry 5 percent, universities 16 percent, 
and other sources 8 percent ( University Research Infrastruc- 
ture 1986, p. 475). 

The needs of many other federal programs have prevented 
an expansion of federal support for civilian research at uni- 
versities. Since 1980, nondefense research and development 
funds increased by 59 percent, but defense- related research 
expanded by 191 percent (Hartle 1990). The United States 
is losing out to France, Germany, Japan, and the United King- 
dom, countries that devote a far larger share of their govern- 
mental budgets on research to advance fundamental knowl 
edge (p. 36). It snould not be surprising to U.S. officials that 
American universities are looking for research funds from 
these other countries. In the early 1990s, the possibility of 
gaining a "peace dividend" by reducing defence spending 
was being examined for its net effect on research funding— 
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it could result in a decrease in defense-related research but 
perhaps lead to modest increases in basic research funding. 
Unfortunately, the Gulf war stifled the peace dividend. Now 
that the war is over, the unfortunate consequences of the 
recession are rapidly absorbing the cuts in defense spending. 

Project funding. Project funding of research, the primary 
method, raises several issues. First among them is that the 
federal government and many other sources fail to fund the 
full costs of research. America's research universities are highly 
dependent upon the federal government for research funding, 
and they use the funds to enhance the research enterprise 
as well as to conduct particular research projects. Here is how 
a national university study group explained to Congress the 
funding benefits and the shortcomings of the federal grants 
system: 

Federal funds help to house and conduct the project in an 
already existing institutional environment. Federal funds 
leverage institutional resources and may trigger other third- 
party support. Unlike industry, universities do not receive 
independent research and development funds (IR&D). Uni- 
versities build their own capacity through independent 
research and instruction from which their research base 
is developed. . . . Hallows f institutional leaders] to bring 
to bear the concentration of a small group on a particular 
project for a brief period of time (University Research Infra- 
structure^, pp. 29-8). 

What is at issue is that when a university already has a staff, 
facilities, equipment, and a commitment to undertake re- 
search, administrators believe they should be recompensed; 
if the institution didn't have these resources, it would have 
to seek additional funds to build an appropriate research 
capacity. Universities find that the costs of all of these existing 
resources need to be charged to projects funded from external 
sources; however, administrators are not i Iways permitted 
to do so by the various federal rules and the conflicting inter 
prorations of them. Unfortunately, the Congressional Budget 
Office believes that the unclear regulations, poor executive 
agency supervision, and the rising need "f the research uni- 
versities for funds have led to abuses of the system of federal 
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grants and contracts (see Chronicle of Higher Education Feb- 
ruary 5, 1992, p. 1). 

Equipment The federal government has provided during 
the past two decades a majority share of the funds used by 
the universities for the purchase of research equipment. A 
National Science Foundation survey of equipment in use in 
1982-83 revealed that the equipment was funded 54 percent 
by the federal government, 32 percent by universities, 5 per- 
cent by state governments, and 9 percent from private and 
other sources (Chaudhari 1986). In 1985, the National Science 
Foundation allocated about 20 percent of its funds for 
research equipment, most of which was part of larger project 
grants. Unfortunately, "the government's annual spending on 
academic R&D facilities and equipment, in constant dollars, 
fell some 78 percent during 1966-1983" (University Research 
Infrastructure 1986, p. 463). 

By 1985 and through 1988, various federal agencies includ- 
ing the Department of Defense began to increase the size of 
grants allowed for scientific instruments. By the late 1980s, 
funding again obviously was insufficient; special funding for 
equipment was being proposed in the U.S. House in the 
spring of 1990. The climbing federal deficit— the interest on 
which would amount to more than the entire defense budget 
for 1990-91— gave little hope for more than modest funding 
in this area. However, Congress has been expanding its overall 
research appropriations in the 1990s. 

In addition to the direct role of the federal government in 
funding scientific equipment, Congress has passed laws which 
encourage gifts of equipment to colleges and universities. 
For example, the Economic Recovery Tax Act of 1981 encour- 
aged manufacturers, through tax deductions, to make char- 
itable gifts of scientific equipment to universities. In 1983- 
1984, about $1 17 million of company products were donated 
to colleges and universities. However, the tax reform act of 
1986 reduced this incentive by changing the impact of the<=e 
deductions on the net taxes to be paid by donors. 

Although the problems of limited resources have been rec- 
ognized, some White House science advisors stated in 1985 
that the universities had become too dependent on federal 
resources for research support and that the universities 
needed to abandon their passive stance and seek other fund- 
ing for research. Since that time, a number of research uni- 
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versities have conducted capital-fund drives in which sizable 
portions are earmarked for research equipment and facilities. 
Expanded research contracted with industry is another ssource 
for new equipment funding. 

Facilities. There is a need to rebuild academic research facil- 
ities, a move which is expected to cost about $10 billion. The 
federal government has supported facilities construction and 
improvement over the years, but that too has changed. In 
1967, about $700 million was supplied colleges and univer- 
sities; in 1990, it was about $70 million (Hartle 1990, p. 37). 
In 1991, NSF alone awarded $39 million to 78 colleges and 
universities in 37 states to fund repair and renovation of lab- 
oratories and other research facilities. The need for federal 
revenue remains crucial for all of the purposes it supports. 

State Subsidies and Student Assistance 

State subsidies to public institutions are provided to keep 
tuition low enough so that all who are qualified may benefit 
from a college education, whether two year, four-year, or grad- 
uate. State financial aid to students serves the same purpose- 
to facilitate access— but also is extended to students who 
attend private, more costly, institutions. For 1988, it was esti- 
mated that the states spent nearly $63 billion on higher 
education. 

One of the newer fundir^ arrangements between state gov- 
ernment and private higher education involves contracting 
for programs. States may fund specific programs at private col- 
leges or universities instead of duplicating programs on 
nearby public campuses. Medical programs and others may 
be included. State consortia such as the Western Interstate 
Commission for Higher Education also collaborate to avoid 
creating highly specialized programs— such sn psychiatric 
nursing— in every state. The host state extends in state tuition 
schedules to any student from the region who enrolls in these 
programs, 

One of the major changes in tLe state funding of higher 
education has been the use of various methods to target funds 
for particular purposes such as quality improvement A 1989 
study summarized in five categories the principal methods 
used: 

1. Incentive or performance funding tied to such goals as 
educational improvenent, assessment, fund-raising, and 
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business partnerships. 

2. Categorical funding for targeted academic programs or 
for institutional or statewide centers of excellence. 

3. Competitive grants for research projects and quality 
improvement. 

4. Financial deregulation and other funding flexibility mech- 
anisms tied to quality improvement. 

5. Formula funding adjustments for quality enhancements 
such as no loss of revenues due to decreased enrollments 
(Berdahl and Studds 1989, p. 2). 

As these special funding categories grow, institutions will have 
to become skilled at preparing proposals to maximize the 
revenues available, for incentive grants might constitute the 
principal means by which to obtain new monies. Note that 
the states might perform evaluation studies to see if the funds 
were used properly and if the desired results were obtained. 
As one state legislator put it, "These are not more 'take the 
money and run' dea's for institutions; they will have to be 
accountable for the funds and the promised results" (Berdahl 
and Studds 1989, p. 17). 

In addition to state subsidies and student assistance, the 
states have many funding controls over public higher edu- 
cation. They can approve programs, budget requests, tuition 
levels, construction funding, and many other details. Gover- 
nors and state legislatures can act jointly to close public col- 
leges, a policy rarely proposed except when state revenues 
are declining precipitously. The persistent recession of 1990- 
1992 has revived this possibility (see Massachusetts, for 
example). 

State legislators from the hometowns of the threatened insti- 
tutions usually manage to stave off the death of their local 
public college. However, the American Association of State 
Colleges and Universities is reported to have found in its 
annual budget survey that "things will get worse (perhaps 
much woise) before they get better" ("State I ♦es" 1991, p. 
5). By April 1991, 18 states had cut current hipher education 
appropriations, while uve states offered some increases 
(Samuelson 1991). At least 27 states had to make changes after 
the legislative appropriations process was completed. In many 
states, tuition and fees were increased to raise additional 
money 

States reacted by using nonrecurring revenues and contin- 
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gency funds to cover the shortfall in revenues during 1990- 
91. Then they proposed to cut continuing programs and staff 
throughout state government for the 1991-92 and 1992-93 
years. Because education, including higher education, con- 
sumes the largest share of expenditures by state government, 
the funding for colleges and universities has and will be 
trimmed. Even sta e student financial aid is expected to be 
reduced in some states. More than $2,151 billion of such aid 
was to be awarded by states in 1990-91. Colleges will be sorely 
tested to find alternate sources of student aid funds to keep 
up with the almost certain tuition increases. 

Another state responsibility related to finances involves 
review and/or approval of grant applications to the federal 
government. Over the last two decades, the federal govern- 
ment's Education Department has required postsecondary 
grant applications from colleges and universities in each ?iate 
to be processed through a state agency— usually th? stat^ 
department of education. The purpose is to allow sta> : * *o 
plan how federal funds ought to be distributed within. The 
cc sequences of this process are yet to be investigated: For 
example, does it enhance or restrict institutional funding 
opportunities? The federal student aid programs of Perkins 
Loans, Pell Grants, and College Work-Study were exempt from 
this requirement in 1990. 

State general funds far higher education 

The adequacy of state financing for higher education is a reg 
ular concern with the many constituencies of public and pri- 
vate colleges and universities. During times of reduced state 
economic activity, government officials face the challenge 
of slowing the increase in appropriations or needing to cut 
back current allocations to colleges and universities. In the 
normal legislative session, a reduction or a stand-still appro 
priation creates substantial political feedback from parents 
and students and generates pressure to increase funds for 
higher education. In these negotiations, institutions are asked 
to become more efficient, cut out frills and duplicate pro- 
grams, and increase productivity— perhaps by requiring faculty 
to teach more undergraduate courses and larper classes, for 
example. 

Cost consciousness and conservation are urged upon the 
institutions. Reducing costs and expenditures is advocated 
by various state officials and a variety of business-related inter 
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est groups such as chambers of commerce, tax-watch groups, 
and those who believe that the beneficiaries of higher edu- 
cation should pay a larger share of the total cost of higher 
education. 

What hurts public higher education the most in periods 
of economic deterioration is wi ien state government fails to 
correctly forecast economic conditions and appropriates funds 
on the basis of an optimistic rate of tax co! actions. Public 
institutions tend to follow the lead of the state government 
and make financial plans that also can be too optimistic; pres- 
sure to make this mistake is especially great in states with 
increasing populations and enrollments or even those with 
decreasing enrollments. Then when revenues fail to grow as 
projected or show no increase at all, the states must freeze 
expenditures and even cut appropriations. If institutions 
haven't set aside reserves for these contingencies, then insti- 
tutional budgets must be frozen and cut as quickly as pos- 
sible— which usually means the following semester. 

Institutional reactions to these financial emergencies are 
typically short-term; rarely are changes made in the manage- 
ment of financial resources. This experience should make 
it clear that an institution's desire for state support should be 
tempered by t'n undersuryiing that the economic forecasts 
of states might be only rcodestly reliable. 

In a large number of states, what happens financially to the 
public institutions through state action has a secondary effect 
on the private institutions Tor example, private institutions 
in a state might set their salary levels in relation to salaries 
in the public institutions. This might be a reasonable response 
to labor-market conditions .o that faculty are not paid so 
poorly in the small private colleges that they migrate to a 
higher paying public institution. Privite institutions that use 
this strategy leed to be aware of the difficulties states face 
in accurately ^recasting the economic future and appropri 
atio, ... A further complication for private higher education 
exists in states which provide student credit-hour subsidies; 
state allocations might be cut substantially the next fiscal ye^ 
after a year-old revenue shortfall. 

The response of public institutions to midyear appropri 
ation cutbacks, rarely disclosed in detail, can oe significantly 
creative when anticipated. For example, if these institutions 
find that they must forfeit faculty and staff positions (along 
with their salaries), it would be wise to assess the likelihood 
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of position replacements. If it is slightly easier to receive fund- 
ing for faculty rather than staff positions, then perhaps "return- 
ing*' more faculty positions would be wise. These and many 
other insightful arrangements might be attempted to offset 
some of the pain of state financial retrenchment. 

State funding of research 

States depend upon the federal government to fund basic 
research. However, states do fund special projects with a very 
specific focus (economic development institutes or solar 
energy research centers, for example) and frequently are will- 
ing to appropriate matching and development funds to com- 
pete for large federally sponsored research centers, such as 
Star Wars projects, a nuclear accelerator, or supercomputers. 
States frequently finance new research equipment when they 
build or renovate laboratories; some are providing matching 
funds for federal equipment and facilities awards. Many states 
have unrealistic expectations about the life of research and 
other equipment which they want to last as long as the build- 
ing in which it is housed. Such restrictions reduce the pos 
sibility of state institutions continuing to conduct research 
at the frontier:* of knowledge. 

A host of state regulations reduce the flexibility of most 
state institutions to adequately fund, manage, or plan long- 
range research programs. Private universities have much 
greater flexibility in all areas and are able to respond rapidly 
to emerging research opportunities. A study reported in a 
1986 congressional document indicated that even public uni 
versities with a greater degree of autonomy tended to depend 
less on state support for research and more on federal and 
private sources {University Research Infrastructure, p. 523). 
A widespread feeling exists among state university research 
administrators that compliance with state purchasing require 
ments costs more than if each university or a consortium of 
institutions were to carry out its own procurement activities 
for the highly specialized equipment and supplies required 
for research and teaching scientific subjects. 

It should be noted that when institutions report their share 
of the cost of research projects and equipment, portions of 
that cast may be underwritten with state funds appropriated 
generally for education. A few state legislators are suspicious 
that funds intended for undergraduate instruction are being 
used in public institutions for graduate teaching and rese arch 



to the neglect of the undergraduates. Questions by legislative 
staff about the number of centers and institutes in a public 
university might indicate the concern that not enough is being 
spent on undergraduate instruction. 

Gifts, Grants, and Endowment Income 

Private or independent collegiate institutions depend more 
on gifts, grants, and endowment income than do public col- 
leges and universities. However, as state resources stabilize 
or actually decline in relation to inflation as well as functional 
need, public institutions increasingly have sought funds from 
philanthropic sources. 

One of the complex issues with cost implications for these 
kinds of revenues is the demand for divestiture of certain 
stocks and bonds. Over the years, peace and justice groups 
have demanded that colleges and universities divest them- 
selves of stocks from companies that make armaments or con- 
duct business with South Africa. More recently, suggestions 
or demands have been made by health officials (in California, 
for example), citizen health groups, and anti-smoking groups 
that higher education divest itself of tobacco stocks. Propo 
nents argue that health and moral issues are involved. Rice 
University President George Rupp is reported to oppose such 
action because tobacco stock has been a strong performer 
and would be one of the best consumer-products n ^stments 
in the 1990s ( Chronicle of Higher Education, 1991, p. a27). 
Shutting off needed revenue is a difficult choice; disposing 
of stocks when the market is unpredictable or sliding down 
could cause an important loss of gift, grant, and endowment 
funds. Each institution must decide whether these substantive 
demands are worth a potentially uneconomical action. 

Gifts and grants 

Gifts by individuals and corporations to higher education fluc- 
tuate according to the state of the imy, changes in the 
tax laws, and the relatedness of the gifts to the needs of var 
ious institutions. Gifts declined in 1987-88 because of the sub- 
stantial drop in the stock market during October 1987 and 
the full implementation of the 1986 changes in the federal 
tax laws. The very large market decline scared investors badly. 
The new tax laws removed several deductions for charitable 
giving and reduced the impact of the remaining deductions 
because of the lower tax rates. As a result, private giving 
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declined for the first time in 10 years. 

However, for 1988-89, the Council for Aid to Education 
(CFAE) reported that gifts had increased 8,8 percent to a 
record $8.9 billion. According to CFAE, all categories of private 
giving showed increases: Alumni donations rose 12.2 percent; 
nonalumni giving, 7.8 percent; corporate donations, 5.1 per- 
cent; and foundation contributions, 8.4 percent. Contributions 
increased by 7.4 percent for the average independent insti- 
tution and rose 9.4 percent for public institutions. For the sec- 
ond year in a row, the public institutions received the largest 
share (52 percent or $855 million) of corporate gifts. In the 
mid-1970s, private higher education received twice the 
amount of corporate gifts as public institutions. 

Endowment and earnings 

The financial gifts to colleges and universities are important 
for the revenue they generate when (and i0 they become part 
of an institution's endowment. For most of the 1980s, the 
return on these investments for America's wealthiest institu- 
tions was in double digits. For 1988-89, the return rate was 
13.9 percent; in 1989-90, the rate was 9.6 percent, the lowest 
in a decade (Jenkins 1991). Over the past 12 years, the pur- 
chasing power of the endowment funds has increased an aver- 
age of 6.4 percent annually, which compares favorably with 
the Consumer Price Index of 5,8 percent. Thus, the investors 
have protected the purchasing power of the funds from the 
erosion of inflation. Unfortunately, the 1989-90 return rate 
did not do as well as the S&P 500 stock index of 16.5 percent 
(Jenkins 1991). These declining rates for colleges and uni- 
versities also are responsible for a decrease in the spending 
rate of endowment earnings. 

As earnings decline, a smaller percentage are expended, 
indicating that a greater portion is retained to expand the 
endowment. The total value of the endowments of the 367 
institutions willing to report was $60.1 billion. Ten indepen- 
dent universities and the University of Uocas system had 
endowments of $1 billion or more; Harvard led the list with 
$4,653 billion. TWenty eight institutions, all with $400 million 
or more endowments, had 55.1 percent of the total endow 
ments reported. 

Revenue Needs 

Revenues not only determine costs, but certain kinds of 
revenues generate costs. An example is the situation in which 
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a public appropriation or a gift for a new building does not 
include funds for contract supervision during the construction 
process. Another example is the beneficent legislature which 
appropriates several millions of dollars to college and uni- 
versity libraries for book purchases but does not provide 
funds for the temporary help needed to complete the order 
ing process and shelving the new books (all of which needs 
t, 1 be accomplished in a single fiscal year). Most colleges and 
universities are appropriately grateful for the funds allocated 
for much needed projects, but find it hard to ask for a small 
amount to complete the projects. Sometimes poor planning 
and an absence of cost data from an institution leads to these 
omissions. Other times state law or the stipulations of the gift 
might prevent the expenditure of funds for these "implement- 
ing" purposes— another example of inflexibility with certain 
kinds of revenues 

Many other sources of revenues come from self-supporting 
services (housing, for example) but seldom move to the gen 
eral fund. Most of these revenues— gifts designated for schol- 
arships or sports ticket money to support nonrevenue sports 
—are restricted. But note that a benevolent president may 
take a portion of the receipts of sporting events and use it 
for academic purposes such as library books, faculty inter 
national travel, and so on. During the 1990 92 recession, many 
of these restricted and auxiliary sources of revenues have 
been studied carefully to see if they can help support the gen- 
eral operations of a college or university. 

Another source of income that is problematic comes from 
the the sources designated "unrelated business income." 
Chartering cruises for alumni, profits from a bakery in the stu 
dent union or from the sales of clothing items with the insti- 
tutional logo on it are examples. The U.S. Internal Revenue 
Service and Congress have been w< .king for years to develop 
a set of criteria that would tell colleges and universities which 
business activities would generate taxable income. The IRS 
now is considering designating television revenue from foot 
ball games as taxable income. Current tax rates would deter- 
mine the size of the loss to relevant institutions. 

Finally, it must be pointed out that fund raising activities 
and their foundations ;ire playing an increasingly important 
role in the lives of colleges and universities. Public institu 
tions, including community colleges, have become aware that 
they must increase gift revenue for both a margin of excel 
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lence and to support new programs. However, the cost of 
fund-raising and program management continuously needs 
to be reviewed to ensure that these activities are worth their 
cost of operation. An important test of planning and manage- 
ment arises when an institution decides it needs to mount 
a multi-year capital campaign. Adding staff and marketing spe- 
cialists is not only important, but this staff must raise new 
revenues many times the cost of their salaries or the campaign 
will be a fizzle of unrealized grand expectations. Last is the 
fact that fund-raising during a recession might have certain 
disadvantages. 



COSTS AND COST PRESSURES 



Many factors are involved in generating costs and cost pres- 
sures. Constituent demands for more services and institutional 
demands for more resources stimulate cost pressures. The 
passage of time also increases costs as faculty, buildings, and 
equipment age and require increased resources to provide 
a minimum quality of services (Balderston 1974). Changing 
external conditions over which an institution has little con- 
trol—economic, demographic, governmental, and postsec- 
ondary competitive factors— also stimulate costs. Inflation, 
recession, reduced birth rates and male college attendance 
rates, new government regulations, and other external vari- 
ables demand expenditures unrelated to the educational func- 
tions of colleges and universities (Hauptman 1990). 

Another source of cost pressures arise from an institution's 
quest for prestige and quality. Expanded aspirations 
unchecked by an understanding of costs and revenue sources 
are especially demanding. Expanded aspirations exist when 
an institution creates new programs, expands old ones, "stock- 
piles" faculty for these programs before enrollment growth, 
and takes other action to increase academic prestige and sta- 
tus. One might call this "risky planning," since the source of 
revenues to support this growth might not materialize. After 
expansion comes stabilization, which brings only modest 
increases of enrollments and revenues accompanied by rising 
expenditures (Baldridge 1974). 

Adjusting to little growth, no growth, or recessionary cut- 
backs might only dampen cost pressures, not reestablish a 
new balance between revenues and expenditures. Reduced 
revenues might pressure a stable institution to restrict enroll- 
ment; that action might be followed by two-year institutions 
wishing to become colleges that offer bachelor's degrees. In 
suites in which enrollment demand is increasing and public 
institutions are beginning to restrict enrollment, new private 
institutions might begin to emerge or branch campuses of 
out-of-state institutions appear to serve the surplus student 
demand. 

Institutions that need students (and revenues) will take 
a variety of steps. The decisions to increise financial aid to 
students and expand the number being funded by allocating 
a greater share of general revenue for this purpose to aid 
recruitment might represent what Balderston calls a "consci- 
entious overcommitment." Similarly, public institutions that 
enroll students beyond the number the state will subsidize 
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might be fulfilling an important part of their mission but will 
create a demand for more funds across the board. One should 
note that accepting students without public subsidy will 
reduce instructional costs per full-time equivalent student and 
also probably reduce the quality of teaching and learning if 
the policy is continued for any period of time. Increasing 
revenues and costs of instruction might be appropriate if other 
institutional resources are being used efficiently and quality 
needs to be improved. 

These and other factors stimulate cost pressures; they will 
be examined in this section. In the next section, the manage- 
ment and control of costs will be considered 

Cost Pressures from Unmet Needs 

A universe of cost pressures arise from the unmet needs of 
various groups in and outside of higher education. These pres- 
sures include current and potential clientele groups, mandates 
from external sources, the demands (internal and external) 
for new programs or for enhancement of existing programs, 
and the suggestions of funding sources. When the pressures 
stimulate action, they increase expenditures and without more 
revenues raise the costs of higher education. Cost pressures- 
some persisting for many years— make strong demands on 
current institutional budgets and future budget requests. 

External sources like governments, foundations, industry, 
alumni, benefactors, parents, and clients of programs provided 
by colleges and universities make demands for services and 
frequently offer resources in exchange. If the services 
demanded cost more than the resources provided, then some 
way must be found to bring them into balance. In response, 
the services demanded could be cut back, the payment or 
subsidy offered might be increased, existing resources could 
be reallocated from ongoing programs, or revenues might 
be increased from another source. The alternatives available 
are given such weight as the politics and self-interest of the 
institution seem to justify. For example, a public institution 
might elect to continue to admit students, even though they 
would not be funded under a state budget formula which lim- 
its the enrollment to be subsidized. 

In some instances, external sources mandate programs or 
services and fail to adequately, fully, or even partially fund 
the mandates. State and federal government demands based 
on new social policy oftentimes fall in this category— such 
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as affirmative action programs and implementation of new 
health and safety standards. Another demand, often a contract 
requirement, comes from some foundations and government 
funding sources who will not pay all or most overhead costs 
for projects they want competed. In other cases, they restrict 
the amount of overheat! to exclv.de such elements as com- 
puter services or purchasing reference books. In these in- 
stances, the offer of iesources for some services is made on 
a "take it or leave it" basis and, if accepted, the institution 
must fund part of the cost of the project from revenues desig- 
nated for instruction or other purposes. 

Inflation is a key factor in increasing costs. It is especially 
difficult to "fund" when the economy is stagnant and state 
revenues are declining or not growing. When revenues cannot 
keep up with inflation, attempts usually are made to raise 
tuition and fees; unfortunately, this action can reduce or flat- 
ten enrollment in some institutions, further reducing revenues 
and increasing the unit cost of instruction. Responding in 
these circumstances to the demands for new programs to ful 
fill unmet needs is especially difficult or nearly impossible. 

"Mandated" Cost Increases 

Mandated increases in costs arise from changing economic 
conditions, threats to financial solvency or profitability, and 
changes in governmental social policy. Stagnating or declining 
economic conditions reduce tax collections and funds for 
both private and public higher education. Worsening eco- 
nomic conditions reduce the discretionary income that stu- 
dents and their families need to pay tuition. In such condi- 
tions, both public and private institutions often attempt to 
raise tuition to make up for the expected decline in revenues. 
The alternative to the preceding chain of events is for insti- 
tutions to postpone salary increases and/or cut programs 
every time the economy or enrollments dip. Strategic planning 
is a means to anticipate and manage the dips in the economic 
and demographic cycles (Morrison, Renfro, and Boucher 1984; 
Cope 1987). However, more than good intentions are needed 
to make planning work properly and usefully, as one anony- 
mous reviewer reported. 

Mandated increases affecting faculty and staff costs are many 
and substantial: social security charges, retirement programs, 
health insurance, workers compensation premiums, and salary 
increases resulting from minimum wage laws or collective 
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bargaining. Institutional administrators who find they do not 
have enough funds to 4 jay competitive salaries to hire staff 
and faculty at the skill levels needed find the marke: is 
demanding that they raise salaries. Colleges and universities 
in metropolitan areis face stiff wage competition from the 
federal government, the public school systems, ar*d the private 
sector. In u state like Florida, many of the growing community 
colleges find that they cannot pay high-enough starting salar- 
ies for faculty with master's degrees to compete with the salar- 
ies paid beginning public school teachers with bachelor's 
degrees. 

A biennial survey of 1989 retirement and insurance benefits 
by TIAA-CREF indicates that fringe benefits make up 21.1 per- 
cent of the payroll for ihe average college and university 
employ.* {Business Officer 1991, p. 12). Both larger and com- 
prehensive institutions had higher rates, as did those in the 
Mid- ttiantic region. Rising health insurance costs are a sig- 
nificant example of a competitive or mandated cost pressure. 

Institutions have found little relief for a wide variety of 
other cost increases; they don't have the ability to substitute 
other less costly goods or services, for example. Postage 
increases, travel charges, property insurance, and utilities have 
all increased in cost due to changes in technology, work load, 
and the availability of raw materials such as oil and gasoline. 
Although such cost increases are not clearly "mandates," they 
are virtually unavoidable. In the short run, most colleges and 
universities have little opportunity to change technologies 
or services to improve their costs. 

Another set of costs which appear to be unavoidable are 
those resulting from natural disasters and their equivalent. 
The former include earthquakes, tornadoes, ice and snow- 
storms, and floods, The second category of disasters is illus- 
trated by such tragic events as accidents, suicides, and the 
murder of students on or near campus. The result of the latter 
is that counseling and security programs of all kinds must be 
enhanced, lighting improved on campus, emergency tele- 
phones installed, and additional staff hired to prevent reoccur 
tence of such terrible events. Other critical events are fires, 
power outages (whkh damage sensitive equipment), student 
riots, and single-minded destruction of ait work and library 
books. Insurance, which itself is becoming more costly, can 
cover some— but not all— of the losses from these events, 

Another mandate-like expenditure is the payment that pub- 



lie and private institutions nake to local governments and 
public service organizations. The need and justification for 
these payments is that nonprofit institutions pay no taxes but 
do generate a demand for services from police and fire depart- 
ments, water and sanitation facilities, hospitals, and emergency 
medical services. The classic example is a city's need to buy 
an aerial-ladder fire truck after a university builds a nine-story 
residence hall, social science building, or bell tower, A Mid- 
western university in thiJ situation donated land and funds 
for the constmction of the fire house and the purchase of the 
ladder truck; the city then paid the salaries and benefits of 
the employees who staffed the facility 24 hours a day. 

Similarly, a large college or university in a small town might 
stimulate a need for a nearby hospital to operate fully staffed 
prenatal, maternity, and pediatrics units, plus treatment facil- 
ities for terminal illnesses like cancer and AIDS. The university 
might have to help solicit gifts to enlarge a hospital and then 
annually conduct voluntary giving drives to raise funds to sup- 
port facility operation. 

Payments in lieu of taxes to municipalities are rising as local 
governments try to find more revenues. In 1990, Harvard is 
reported to have added $100,000 to its already $1 million 
annual contribution to the city of Cambridge, Mass. (I??4siness 
Officer 1991). The same report indicated that Yale earlier had 
agreed to pay New Haven, Conn., "more than $2 million over 
the next five years for fire services and street improvements" 
(p. 15). Such other cities as Evanston, 111., and Pittsburgh hav<? 
attempted or are considering a levy of taxes on university stu- 
dents or research grants and some properties, because the 
higher education institutions in their cities do not pay taxes 
for the services they receive. In an even more unusual situ 
acion in 1991, the federal government's Environmental Pro- 
tection Agency asked 13 colleges and universities in South 
Carolina to join with 100 companies and governmental units 
to pay the $10 million cost of cleaning up a hazardous waste 
site. 

Another special cost situation with few alternatives involves 
universities that have medical schools. Medical schools that 
operate their own leaching hospitals provide a variety of 
medical services to various groups. Various pressures exist 
to maintain minimum patient charges in orde* /> obtain 
patients on whom medical student can learn their profession. 
Many medical services are very costly and require the hospital 



Another 
mandate-Uke 
expenditure 
is the payment 
that public 
and private 
institutions 
make t , local 
governments 
and public 
service 

organizations. 



rnfrf** the ^ asts in Higher Education 



39 



to seek as much reimbursement as possible from the patients, 
insurance firms, or government agencies (which pay for indi- 
gent patients). 

When government does not offer a minimal reimbursement 
for indigent patients, the university medical school and its 
hospital can't do much except to raise the charges to those 
who can pay, which eventually means everyone with health 
insurance! University hospitals that provide this public ser- 
vice—needing patients, rarely can restrict the choice of 
patients to treat. Incidentally, university medical centers estab- 
lished to provide services for students now are finding that 
students without health insurance are leaving their schools 
with unpaid medical debts. Either the university and the doc- 
tors must be willing to absonb these debts, or they must re 
quire students to enroll with health insurance (Collison 1989). 

Administrative Costs 

Administrative costs have been rising as the number of admin- 
istrative and academic support personnel has increased 
(Grassmuck 1990). Administrators might have increased as 
much as 60 percent between 1975 and 1985, a period in 
which faculty increased by 6 percent. This same trend can 
be found in the research sector of universities as reported 
below. 

One analysis of this growth suggests that three sets of con- 
ditions explains it: regulation and micromanagement; con 
sensus management; and expansion of administrative entre- 
preneurism ("The Lattice and the Ratchet" 1990). The first 
category focuses on the requirements of those external to the 
colleges and universities Mio audit and inspect and who 
demand reports of activities and plans. Administrative staff 
are necessary to recpond specifically to the external regulators. 
As greater statewide coordination, regulation, and governance 
has emerged since I960, public institutions have found it nec- 
essary to increase the staff who work with state and system 
officials. In many institutions, it was found necessary to create 
an equal or greater number of staff positions to match the 
state staff and the work load it generated. 

The second category focuses on the need to spend greater 
amounts of time and staff on consultation among adminis 
trators in order to ensure that all appropriate "intere. ' - 
internal and external— are represented in the decisioi ..aking 
process of colleges and universities. Consensus management 
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requires a lot of time, energy, and input from muny sources. 
Consultation has expanded as more faculty committees have 
been cieated to help govern institutions; democracy also has 
its costs. 

The third category suggests that staff costs continue to rise 
as the better-qualified staff delivers better services, develops 
expertise, and corners the market (like faculty) in their spe- 
cialty area. These conditions lead to competition among the 
experts, hiring of more stitff, expanded services, additional 
higher salaries— in other words, the ratchet effect. The analysis 
suggests that as faculty have increasingly lessened their ties 
to the institution for which they work, the role of the support 
staff has grown in importance. (The presumption that faculty 
at one time were much more involved in university gover- 
nance and administration ought to be tested, just as these 
explanations deserve verification studies.) 

Administrative salaries are a small share of current insti- 
tutional costs, but it has risen. According to a national survey 
of administrative compensation published in the March 1991 
issue of Business Officer, salaries rose by 5.4 percent, some 
what ahead of 4.7 percent inflation in 1990; this might have 
been a compensatory increase from the effects of inflation 
in 1989. The previous year, inflation was 5.1 percent and salary 
increases were 4.5 percent. Public institutions had larger 
administrative saLry increases in 1990 than private institu- 
tions. The median salaries of chief business officers varied 
by the degree level of the institution and its budget size, 

The ability of higher education institutions to pay a median 
salary that keeps up with inflation is an important achieve- 
ment; whether that rate of increase extends throughout the 
administrative hierarchy was not reported. Attempts to keep 
salary increases at least equal to inflation is a cost pressure, 
even if meritorious in its intent. 

V\e increase in the minimum wage set by federal law 
reveais the difficulties resu 1 ig from a well-intentioned public 
policy. In 1990, the minin . . hourly wage moved from $3.35 
to $3.80; on April 1, 1991, it increased to $4.25. The 1989 law 
that set these rates also created a lower training wage for teen- 
agers; in 1991, it increased from $3.35 to $3.62. 

Colleges and universities hire semi-skilled adult workers 
at hourly rates or what rates the market requires for service 
jobs; it also pays students hourly wages for shelving books 
in libraries. However, if the budgets of institutions do not 
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increase to cover the additional cost of the higher minimum 
wages, then fewer students are hired by the library. That's 
what happened at many colleges and universities in 1990; 
the number of students employed in the library at Florida 
State University decreased by 25 percent that year for these 
reasons. Similarly, some students working at fast-food restau- 
rants and other service businesses faced the prospect of 
unemployment after 1991. The 1991 increase also might stim- 
ulate a ratchet effect in which higher paid hourly workers 
demand a proportionate increas ! n their hourly wages. 1he 
ripple effect of these mandated wage increases has a number 
of undesirable consequences even when we agree that the 
minimum wage is not a living wage and should be increased. 

Faculty Costs and Characteristics 
Faculty salary costs 

The faculty salary costs of an institution vary according to the 
degree qualifications, academic rank, and seniority of its fac- 
ulty. An institution with a large number of faculty who hold 
doctoral degrees and are full professors with 20 25 years of 
service will be expensive. According to the March/April 1991 
issue of Academe, the primary source for national faculty sal- 
ary data, ♦he all-ranks average faculty compensation for 1990 
91 was between $35,480 and $49,320. The all- institution aver- 
age was $43,720, which rose 5.4 percent over 1989-90, 
although the increase fell below the rate of inflation for the 
first time in many years. 

Salaries at four-year public institutions increased at a lesser 
rate than those at private or church-related institutions. The 
expectations for 1991-92 and later are grim because many 
states have had to cut back funds for higher education and 
many other services during the recession. The pressures to 
find salary funds had escalated in both public and private 
institutions when inflation recently was above 5 percent and 
insurance and other costs, which continue to rise, absorb a 
larger share of salaries. 

Many cost pressures are related to faculty salaries: inflation, 
competitiveness with the salaries of other professions, faculty 
shortages, higher salaries for new faculty, demands for re 
duced work loads, increased cost of fringe benefits, and 
others, such as the employment of a spouse. Obvious pres- 
sures exist to raise salaries to attract faculty and to keep those 
already employed. Because faculty salaries are such a large 



portion of the current operating expenditures of institutions, 
these cost pressures have significant effects on current and 
future budgets and instructional costs. 

Inflation. The impact of inflation in the 1970s, when faculty 
salaries were left behind, often is used to explain the increase 
in salaries, institutional budgets, and tuition in the 1980s. 
"Despite recent actions to narrow the gap, faculty salaries 
today on average ar * still about 9 percent lower than in 1971- 
72" (Hexter 1990, p. 1; Hauptman 1990). The onset of the 
1990-1992 national recession will further restrict the ability 
of institutions to close the 1970s inflation gap; its growth will 
create more cost/revenue pressures. What happens when the 
recession ends and state tax collections and private giving 
rise is dependent on the robustness of the recovery, inflation- 
ary pressures, and the public's willingness to provide greater 
funds. 

Some have had an earlier experience with this problem. 
A 1960s salary policy at Indiana University, a large multi- 
campus research institution, was labeled "catch up and keep 
up." The need to regain the purchasing power of faculty and 
staff salaries lost during the recessions of the early 1960s led 
to a variety of stratagems to increase appropriations. At this 
particular institution, the catch-up salary policy was designed 
to increase the salary ranking of the institution among its 
peers in the Big Ten. However, when all institutions in the 
league attempted to increase their salaries at the same time 
(because revenues were increasing at the end of the reces- 
sion), the rankings did not change, even though everybody 
became better off! 

The state legislature wanted to see the ranking improve, 
because members were told that would be the consequence 
of a large catch-up appropriation; obviously, some legislators 
v/ere unhappy. Cast pressures did lead to risk-taking so that 
the university could remain competitive. Stanford is a uni 
versity that strives to keep salaries at one or two percentage 
points above inflation to remain top ranked and competitive 
nationally and worldwide. 

Are faculty overpaid? The president of York College of Penn 
sylvania, Robert V. Isoue, asserts that faculty are underworked, 
not overpaid {Higher Education Costs 1988, p. 234). He draws 
a comparison between underpaid high school teachers with 
multiple responsibilities (Russell 1931, p. 23) and the large 
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majority of faculty members who are better paid, but do not 
conduct any research and teach only nine hours. Increasingly, 
the level of faculty workload is seen as a cost pressure; it is 
discussed later in this text. 

Retirement. One of the prime factors that might affect 
instructional costs in the near future is faculty retirement. In 
the next 25 years, as many as 40 percent of faculty (and 
administrators) in most two- and four-year institutions could 
retire; some say the exit will be at a steady pace (Bowen and 
Sousa 1989). However, many academic administrators are 
expecting a surge of retirements by 1994. The state university 
system of California estimates that it will need 8,000 to 9,500 
replacement faculty and an additional 6,000 to cover enroll- 
ment increases by 2002 (Jewett 1989). 

Another uncertainty about faculty retirement trends is the 
question of what will happen when the age cap requiring 
retirement is removed for faculty in 1994. In that year— unless 
Congress acts to the contrary— there will no longer be a man- 
datory retirement age for faculty. Currently, the average retire- 
ment age is a fraction over 65. If faculty retire later, the salary 
costs should increase; administrators wonder whether they 
need to create better incentives for early retirement. Unfor 
tunately, such action might accelerate the anticipated increase 
in retirements among the faculty who began teaching in the 
1960s— creating unwanted shortages of experienced faculty. 
An added complication to this complex situation: Will one 
of the side effects of the 1990-1992 recession be that 65-year- 
old faculty members postpone retirement until economic con- 
ditions and current salaries begin to rise across the board 
again? Remember that some retirement programs take the 
last five years of salary to compute the monthly retirement 
benefit. 

Retirements mean that the fundamental cost structure of 
faculty could change significantly by the year 2010. Faculty 
costs could fall as more faculty are hired at the assistant rank; 
or, salary costs could increase as institutions bid for a rela- 
tively small pool of graduates to replace the retirees. By 1997, 
about four candidates will be available for every five openings 
in the arts and sciences (Bowen and Sosa). One of the pri- 
mary factors that could be holding down faculty costs now 
is the increasing use of part-time faculty. The 1970s saw part- 
timers grow from 22 percent to about 34 percent of total fac- 



ulty (Frances 1990); that trend might have reached 38 percent 
or higher by 1990 (Leslie 1991). It is much higher in com* 
munity/junior colleges. 

Salary fairness and equity issues 

TWo faculty salary fairness issues that generate budget requests 
and therefore pressure the costs of instruction are salary com- 
pression and salary inversion. The latter occurs when a depart- 
ment must pay a higher salary to a new faculty member than 
it pays the experienced faculty already employed. This occur- 
rence lowers morale and leads to demands for better salaries 
and more equitable workloads. Salary inversion occurs 
because recruiting new faculty responds to the pressures of 
competitive market/salary conditions, the availability of alter- 
native employment opportunities, increases in productivity 
or expertise, inflation, or special local factors such as geo- 
graphic area cost of living). Institutions might adopt a "catch 
up and keep up" budget and Hind-raising strategy to cope 
with this condition. They can pressure their state legislatures 
and private benefactors to increase institutional revenues to 
cope with this problem just to keep their best teachers and 
researchers. 

Another kind of salary issue is the compression of rates that 
result when faculty and staff receive similar salaries or when 
salary varies little by rank among faculty or staff. Similarly, sal- 
ary levels between administrators and faculty can become 
closer when pay for the former is held steady and pay for the 
faculty is increased. Steady-state funding or actual reductions 
in funding over several years are often the root cause of these 
conditions; whether they constitute a problem depends on 
faculty and staff perception. In a capitalistic society in which 
money talks, undifferentiated salaries by skill level and senior 
ity can fail to perform as incentives for achievement or a con- 
tinuation of high quality work. The interim president of the 
University of South Carolina stated in March 1991 that his insti- 
tution annually set aside as much as $200,000 to adjust salaries 
found to be caught in the conversion- inversion tangle. 

One of the potential cost items regarding fair faculty salaries 
is what might be called "the price of salary sex equity." The 
potential consequences can be estimated from a simple cal- 
culation. Multiplying the 1982 estimate that a $1,000-3,000 
salary discrepancy per female faculty member exists (Koch 
1982) by the US. Department of Education's 1985 estimate 
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of 128,063 full-time female instructional faculty produces an 
estimate of a very large potential future funding obligation: 
$128,063,000 to $384,189,000. 

The size of the salary disparity for women in higher edu- 
cation seems to be growing. In 1972 73, the average salary 
of female full-time faculty*** 83 percent of the average male 
faculty salary. By 1990, females were averaging 75 percent 
(National Center for education Statistics 1990; Hexter 1990). 
In addition to the back pay for the salary differences, insti- 
tution* coi<id face Urge fegal fees and fines if discrimination 
is proved. One difficult aspect or this issue is that few legis- 
latures separately Rind sex equity. In the public institutions, 
the funds for equity salary adjustments often must come from 
the total fav-M appropriated by the state for faculty salaries 
or sabry J ureases, The demand for salary equity funding is 
a definite cost pressure; it has been around for more than 20 
years. 

Another development that might turn into a faculty salary 
cost pre vure is the growing differences of average salaries 
by disciolin-e (hr w 1990). Salaries already vary by degree 
teve! . r^^raon, wak of faculty, gender, race and ethnicity, 
legion, and contro (public, private, and church). Hexter 
reputed r l iat ;ah:y increases have been greater by roughly 
one percentage point for engineering and computer science 
faculty th an r»ih«?jf ttelds and about two points over education 
{acuity (p. A 

The ^'.W! to equalize salaries across disciplines does 
not seem to nave an active voice in 1991. Faculty labor unions 
often demand equal pay for equal work; they want the exter 
nal market forces muted inside the institutions when they see 
hiphet salaries set for certain disciplines such as business 
finance or computer science, 

Salary casts from benefit ^grams 
Some fringe benefits generate costs even when they have no 
direct cost. An example is the personnel policy that permits 
new parents to take unpaid leave for three to six months after 
the birth or adoption of a child. The cost arises from the 
search and support for a teaching replacement when faculty 
colleagues can't absorb the increased instructional load. Find- 
ing an appropriate and qualified temporary instructor for a 
short period is not easy in many cities and towns. Qualified 
people in the high-cost disciplines such as physics, chemistry, 



computer science, engineering, and accounting just might 
not be available. It might be necessary to bring qualified fac- 
ulty out of retirement or even to employ lesser qualified indi- 
viduals. In the high cost programs, even the temporary instruc- 
tors might be more costly than the faculty who are taking 
leave. 

Another side to this situation: The vacant position often 
is filled with part-time faculty who are paid at rates less than 
those of full-time instructors. If qualified part-timers are avail- 
able, this arrangement actually might reduce the cost of 
instruction; what it does for the quality of instruction and 
adherence to the basic curriculum is another matter. Clearly, 
these are important trade-offs that arise from a benefit pro- 
gram that many find desirable. 

A further development of this policy that can generate 
instructional costs has emerged; it involves a college permit- 
ting a faculty member to reduce his or her teaching load while 
still being paid a full-time wage. Carol Kleiman, a national 
newspaper columnist who focuses on labor matters, wrote 
that Albright, Baldwin-Wallace, Beloit, Hood, Knox, and Mac- 
alester colleges had implemented either paid or unpaid family 
leaves; fathers, as well as mother employees, were included 
at many of these institutions ( 1991). A college would need 
added resources to cover the increased instructional costs 
from the reduced teaching loads if other faculty couldn't cover 
the added work load and temporary teachers had to be found 

It should be noted that these very humane family-leave pol- 
icies benefit the colleges by encouraging faculty to stay on 
rather than taking leave or resigning. The policy might help 
reduce the turnover of faculty and also help women to build 
a tenure earning career at their colleges. The policies do have 
costs and do generate cost pressures among institutions that 
compete for faculty; however, their long-range benefits might 
outweigh the initial costs. The plan bears watching. 

Fringe benefits 

According to a 1990 TIAA-CREF fringe-benefits survey of 634 
institutions, retirement and insurance plans cost 21.1 percent 
of college and university payrolls. The average amount per 
employee was $6,206; the median $4,635. The average per 
centages varied by type of institution (the highest was public 
comprehensive universities at 24.5); by region (Mid Atlantic 
was highest, the Southwest and South were lowest); by size 
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(larger institutions spent more> and by control (public insti- 
tutions spent more than private). 

No two-year colleges were included in the TIAA-CREF sur- 
vey. These percentages cover an entire institutional payroll 
and would be substantially different for separate groups like 
faculty, technical, and clerical employees. The percentages 
of benefit deductions vary by groups within an institution, 
especially when an important part of the benefits are in flat 
dollar amounts for all er .ployees. Then the lower paid 
employees coald haw a larger percentage of their paychecks 
devoted to fixed-dollar benefit charges, for example. A large 
public university with such a system (set by the state) could 
have 23 p**cent insurance costs for faculty and 34 percent 
for clerical and service employees for the same kinds of 
coverage. 

The TIAA-CREF survey reported that legally mandated bene- 
fit expenditures averaged 6.6 percent of payroll. Social security 
taxes were the largest mandatory charge and accounted for 
5,9 percent of total payroll. Administrators were most likely 
to pay the maximum charge for social security: 7.6 percent. 
Workers' compensation programs averaged 0.7 percent and 
unemployment compensation costs were 0.1 percent. Fringe 
benefit are the cost category with the highest rate of growth 
(Franc, . 1990, p. 13). However, it is the social security taxes, 
Frances says, that drive the cost increases. It should be noted 
that not all higher education institutions participate in the 
social security system. 

Pension-retirement plans averaged 8.0 percent of payroll; 
they could be 15-18 percent of the faculty payroll. Insurance 
benefu expenditures averaged 6.5 percent of payroll, with 6.1 
percentage points designated for health insurance. Long-term 
disability income insurance averaged 0.3 percent of payroll; 
travel accident insurance was 0.1 percent. Many different kinds 
of plans exist— some with coverage defined narrowly (for full- 
time, low-risk employees, for example) or more inclusively, 
and with several different kinds of coverage. Collective bar- 
gaining contracts may determine the kinds and costs of many 
benefit packages. 

The rising cast of health insurance is placing a strain on 
fringe benefit budgets. These costs are rising so consistently 
that the 28 public community colleges of Florida had asked 
again in 1991-1992 for separate appropriations exclusively 
for health insurance. In the profit sector, businesses are 



reporting annual increases of 20 percent in their health insur- 
ance costs (Kramon 1991). An insurance consulting firm 
reports that the health costs per employee have escalated from 
$1,942 in 1987 to $2,646 in 1989, a 36 percent increase (Roush 
1991). Driving up costs are the billions of health care bills 
remaining unpaid to doctors and hospitals that subsequently 
are shifted to taxpayers and people with health insurance. 

In Florida, the unpaid bills are estimated to total $1.6 bil- 
lion; 18 percent (2.2 million people) of the population is 
without health insurance (Ttoxler 1991). The Florida Legis- 
lature is attempting to pass measures to control this situation. 
A large number of changes in health insurance are being 
adopted nationally, including charging more for those at risk 
(smokers and overweight people, for example); ^ates also 
are being differentiated according to the extensiveness of the 
coverage desired. These and many other approaches are being 
tried in the attempt to hold down health care insurance costs, 
which are not yet contained! 

In states in which the salary and benefits of public colleges 
and universities are controlled by government, individual 
institutions might have little say about the rising cost of health 
insurance. If handicapped by poor state management and sta- 
ble appropriations, the rising costs of health insurance and 
retirement are likely to becomi a drain on the fijnas allocated 
for salaries or salary increases, when the latter ex ist 
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Work toad and productivity 

A fomier president of two public universities (cue on ihe East 
Coast, the other in the upper Midwest) suggests that the 
reduction of teaching load per faculty member is qvz of the 
most serious causes of rising costs in higher educ ition. A cur- 
rent president of a large public university in th<: Sixth says 
there is little evidence that productivity of forJty i: ureases 
as the teaching load is reduced. In a ceiabni vein, faculty are 
working less as the academic year h&s »hortewd~a reduction 
of one month since ihe 1960s (Cheney 1990). The conse- 
quence of reducing the teac^g~vork load is me pressure 
to hire more faculty or \\& tnucasLsg number of part-time/ 
adjunct faculty or graduate t^ching »3Sbstants. 

Several surveys of fecu!'/ about > heir work load have been 
conducted over th*? w-ors. Que of the latest is the 1988 
National Sui rev i ; ostse< oadary Faculty sponsored by the 
National tor Education Statistics. In 1990, Fairweather, 
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Hendrickson, and Russell prepared a special report for NCES 
describing the activities and work load of faculty reported in 
the 1988 survey. The data reported here are taken from their 
paper. 

Using the data from both two-year and four-year institutions, 
the survey revealed that the average faculty work week in 1988 
was 53 hours. Forty-six hours (87 percent) occurred at the 
home institution, four hours (7 percent) were in other paid 
activities, and three hours (6 percent) were in unpaid service 
activities. Faculty in research and public doctoral institutions 
reported above-average work weeks; faculty in private com- 
prehensive institutions and in public two-year colleges 
showed work weeks below the all-institution average (pp. 
2-4). However, the survey revealed that community college 
faculty spent more time teaching and teaching more students 
than any other group. Generally, faculty at the research and 
doctoral-granting institutions spent less time teaching than 
the comprehensive and liberal arts groups. The differences 
reflect the missions of these institutions. 

Faculty in the senior ranks or those who were tenured 
worked more than the all-institutional average workweek (pp. 
2-5). Teaching activities took above-average time for faculty 
in business, education, the humanities, and natural sciences. 
Other significant disciplinary differences included: 

Faculty in education, the fine arts, and the humanities spent 
a less than average percentage of their time on research 
activities. Faculty in education were the only members who 
spent a higher than average percentage of their time on 
-Administration and on service (pp. 2-5). 

These self-reported sample data depict a faculty that works 
much more than a 40-hour week. Such data present a signif 
icantly different picture than one shown in the rousing book 
Prof Scam by Charles Sykes ( 1988). 

The matter of faculty work load is one of the most troubling 
in all of higher education. Institutional and national data exist 
in fragments, and no reliable standard definitions are used. 
Great differences exist between programs and disciplines 
within and between institutions; to protect the autonomy and 
independence of the academic units that make decisions 
about the most effective use of their human resources, there 
is little enthusiasm for collecting work- load data. The latter 



is true even though a number of states have work load laws 
of one kind or another that demand institutions to make 
good-faith efforts to compile such data. 

Within academe a clear feeling exists that spending time 
and money to perfect a data collection system will only con- 
sume resources that could be better used for the primary pur- 
poses of teaching, research, and public service, Also, it is 
believed that the data collected from such a system will not 
improve the efficiency or effectiveness of institutional oper- 
ations. However, parents, taxpayers, and legislators increas- 
ingly are clamoring for institutions to carefully examine their 
work- load policies and to confront the issue of who should 
teach undergraduates and how much time the average faculty 
member should spend on teaching. These complaints seem 
lodged more about teaching in large public institutions that 
tend to have larger classes than in private colleges and uni- 
versities, although none are immune to these complaints. It 
should be realized that smaller classes increase the cost of 
instruction. 

State work load laws or administrative rules specify, on aver- 
age, the number of hours faculty should devote to instruction. 
Florida has a 12 hour law for university faculty, but the law 
permits administrators to make exceptions for professional 
activities that are judged equivalent to regular classroom 
instruction (Florida Statutes 240.243). The equivalencies 
include directed individual study, thesis and dissertation 
supervision, supervision of interns, and other special kinds 
of instructional arrangements. Teaching large classes and prep- 
aration time for new courses also can be designated equiva- 
lents. The larger and nu e research oriented universities 
require more and diff: nt exceptions to the 12-hour law. 
Additional equivalents have been approved for research and 
service, some administration, and student advising. Faculty 
in the law and medical schools are exempted from the 
requirements of the Florida statute. 

A proposal in the Florida Senate to remove almost all of 
the exemptions was considered and defeated in spring 1991. 
The stimulus for the proposal was that more than one third 
of the faculty at the two primary research universities were 
teaching only six hours, while some of the other universities 
had only 10 to 15 percent of their faculty teaching a similarly 
reduced work load; here also th^ differences were based on 
institutional missions. The legislative analysis of this proposal, 
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which would also raise the minimum contact hours to 15, 
indicated that these "under-loaded" research faculty would 
have to increase their instructional activities by 150 percent. 

In committee debate, the Senate sponsor asserted that 500 
fewer positions were being used by the universities for 
instruction than had been funded by the legislature; he esti- 
mated that some 160 million appropriated for instruction was 
not being used for that purpose. The chancellor of the uni- 
versity system responded by pointing out that more than 1,200 
research positions were still being funded that had been au- 
thorized back in the 1960s. The ostensible purpose of the 
legislative proposal was to "increase student access to courses 
required for graduation and enable students to graduate 
sooner, thus reducing their educational expenses." Although 
this proposal had little chance of passing the 1991 legislative 
session (and didn't), i* dealt with issues that have been raised 
in many states over the past five years. No one rtpects these 
issues to go away; a lingering recession only can stimulate 
interest in proposals to increase faculty work load and thereby 
reduce the cost of instruction. 

The central point to be pondered from the preceding data 
and information is whether instructional costs are being 
pushed up by faculty who have reduced teaching loads; unfor- 
tunately, there is no good answer. There are isolated reports 
that some institutions are hiring replacement faculty before 
they are needed and not requiring these individuals to teach 
at all. The latter is said to be one of many ways administrators 
are coping with the shortage of new faculty expected in the 
late 1990s. During an economic recession, the pressures are 
even greater to hire part-time faculty— and where available, 
teaching assistants— to bold down costs. 1 1 public institutions, 
administrators are pressured not to fill authorized faculty posi- 
tions, but to take the funds and hire adjunct faculty and grad- 
uate studenis. This rtrategy also allows more and smaller 
teaching sections in undergraduate courses, Whether this prac- 
tice is beneficial to students remains to be documented; how- 
ever, it is bv :ved to help control salary and instructional 
costs, 

Instructional Costs 

The largest component of instructional costs is faculty salaries 
and benefits, considered previously. Other instructional costs 
include libraries, computers, television and media equipment, 
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laboratories and scientific instruments, and such specialized 
facilities as theaters, music halls, art studios, and gymnasiums. 
However, it is the push for additional programs (majors), new 
graduate degree subjects, new technical specialities, and new 
courses to accompany the new programs which drives up 
instructional costs, Some of the pressures for new programs 
arise from the possibility of serving a new market, of faculty 
gaining greater independence, of pioneering the development 
of new fields, and of adding to an institution's prestige. Dung 
the 1990-92 recession, larger classes might have become the 
norm and instructional costs decreased; the educational con- 
sequences of this change might not be known. 

Instructional systems 

One of the newer terms describing television teaching is dis- 
tance learning. Through the use of telephone transmission 
lines, cable television, and satellite relays, it now is possible 
to schedule educational programming 24 hours a day. Many 
states are building these instructional systems for kindergarten 
through high school students. Some states, like Indiana, used 
everything but satellites in 1967 to provide professional con- 
tinuing education for lawyers, nurses returning to practice, 
and other professionals. Instruction for engineering students 
in Florida is being offered using the methods of distance 
learning. 

The use of ft 'o way audio with video communication per- 
mits interaction between an instructor and students. The tech- 
nology permits one instructor to teach two or three classes 
simultaneously. If a camera is available at each learning site, 
the instructor can rotate weekly among the sites to physically 
(rather than electronically) interact with different classes. Elab- 
orate course planning, preparing attractive visual aids, and 
avoiding "talking heads" ar^ required to present electronic 
instruction. Great care must be take' if a quality \ideo pro 
duction is to be made for subsequent broadcast. Even with 
these electronic wonders, some kind of staff assistance is 
required at the additional learning sites; if they are .acuity 
or higher paid teaching assistants, then the cost of instruction 
per student credit hour might not decline at all. 

The distance-learning technology requires substantial cap- 
ital investment to cover t* e cost of consulting satellite 
receivers and sending equipment, for example. Usually a net 
work must be established, costs determined for operating the 
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system, and backup arrangements made for the times when 
the power goes off, equipment malfunctions, or other inter- 
ruptions occur to the scheduled transmission. Both admin- 
istrators and coordinators as well as instructors and technical 
staff are needed for a basic distance-learning system. All of 
these systems and their costs often become supplementary 
to the traditional systems of instruction. 

At some point, evaluations will ^ave to be made to deter- 
mine if this form of instruction generates the same (or a 
greater) level of learning as the traditional in-class model and 
whether it is worth the added cost of the telecommunications 
technology and the additional support staff Presently, colleges 
and universities are being pressured to adopt electronic 
instructional systems to expand access to place bound stu- 
dents. In the past, it was hoped that the emerging electronic 
teaching technology could replace faculty; instead, it was 
found that the technology was used to supplement the faculty 
members' efforts and thus raised the costs of instruction. 
Whether learning was enhanced from these technological aug- 
mentations has not been demonstrated to the satisfaction of 
most faculty. 

Libraries. The electronic revolution has taken libraries by 
storm in the la*t five years, First came large national cop put- 
erized data br*se utilities for bibliographic research, then 
placement of the same data on compact disks. Next came the 
national and state system data bases of college libraiy books, 
then the addition of the journal indexes onto the book sys 
terns. The next information reaieval development will be to 
permit computer retrieval of the text of journal articles from 
either CD ROM system or regional/national article data bases, 
when the copyright problems can be solved. The text of books 
would be likely to follow if their copyright problems could 
be worked out. Some text retrieval of journal articles already 
is available on CD-ROM This portends the power to search 
an enormous number and variety of texts. The widespread 
use of electronic bibliographic files appears to have increas; d 
the use of inter-library loans to obtain copies of journal arti- 
cles unavailable in some college libraries. 

These developments are an example of using technology 
to stimulate greater use of library materials; but in some cases, 
this has added duplicate costs, (For example, both the hard 
copy of the journal indexes must be subscribed to because 
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the electronic <'ita bases on compact disks are only leased, 
not purchased so they can be updated quarterly.) In addition 
to the rising costs of new technology, the costs of serial pub- 
lications such 9 e . scientific journals have increased enor- 
mously—some as much as 600 percent over uie last three 
years 

Many major universities (Berkeley, Texas, North Carolina, 
SUNY Albany) have been reviewing and cutting their journal 
subscriptions not only to balance their budgets, but also to 
try to restore some of the funds taken from the book budget 
that were required to pay the journal price increases. In all, 
the relatively low salaries paid to librarians has helped hold 
down library costs. Libraries often take about 6 percent of an 
institution's budget; older and larger institutions would spend 
more. New or additional library space probably will be 
needed by the year 2000 as well as a larger investment in elec- 
tronic data bases and computer terminals to access the new 
journals that will exist only in computer data bases. All of the 
preceding are growing cost pressures. 

Complex Enrollment Issues 

A minimum enrollment often is specified before a new public 
institution, campus, center, or program can be created. The 
presumption is that a specific minimum enrollment justifies 
the higher administrative costs, because the small enrollments 
aren't economically efficient. The idea that size determines 
an efficient operation is an old one in economics and busi- 
ness; it also seems to apply to higher education. A minimum 
size of 500 to 1,200 full-time equivalent students often is sug- 
gested in state master plans. However, much research remains 
to be completed before generalizable criteria exist to create 
new institutions and programs. 

Declining enrollment on a campus leads to concern for 
the survival of an institution. It is the pressure of increasing 
costs due u declining revenues that begins the concern for 
all mannc r of cost control strategies, discussed in the next 
section. Decreases in enrollment initially increase costs per 
unit of instruction. Generally, an increase in enrollment will 
reduce overall unit costs. However, educational costs might 
not decline if expenditures rise significantly to obtain the new 
enrollment, as for marketing and recruiting, financial aid, 
counseling and advising, records and registration, retention 
programs, arid student services. One of the consequences of 
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decreasing enrollment is that fewer students remain among 
whom to spread the fixed costs such as the cost of operating 
buildings, libraries, and administration. If no other sources 
cover these costs, then tuition must be increased for this pur 
pose. That's usually what is done by state universities (Haupt- 
rnan 1990). 

Concerns about the costs related directly to services pro- 
vided to students leads to some very complex issues. Ques- 
tions have been raised during research about the causes of 
increases in tuition. One of these issues is whether declining 
revenues and rising costs (for instruction, for example) drove 
up tuition or whether tuition was increased to permit greater 
expenditures— maybe for computers or more financial aid 
for students. The first assumption is that the prices for goods 
and services purchased for higher education have increased 
faster than inflation. The second idea asserts that institutions 
have been spending money on new types of products and 
services, or purchasing more of them. 

Kirshstein and others summarize the preceding and other 
explanations (1990). They then report their research results 
using national aggregate data and their own simulation model 
to test the workings of these two explanations (pp. 81 84). 
The research indicated that both sets of factors were operating 
on both public and private institutions in the period 1980 
1985; however, rising tuition revenues did not significantly 
stimulate additional expenditures in tile period 1975- 1980. 
The 1980-1985 period saw expanded and expensive efforts 
to recruit a declining pool of high school graduates, especially 
by the private institutions which primarily depend upon 
tuition revenues, 

Research Expenses 

The results from a survey of university department heads in 
1985 revealed that 72 percent believed a lack of equipment 
was preventing critical experiments. The need to establish 
a research infrastructure to attract scientists, graduate students, 
technical support staff, and flinders (revenue providers) 
generates cost pressures on universities. For those who have 
the resources, keeping up with the rising costs and holding 
together research teams while funding agencies make deci- 
sions about continuing project support add to research casts. 
Institutions without reserves to cover these gaps in external 
funding risk the loss of valuable support staff. 
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Research and support staff 

The need for talented researchers, research apprentices (grad- 
uate students), support staff, and c:hers connected with 
research activities continues to grow. Scientists, mathemati- 
cians, and engineers in universities require competitive sal- 
aries and benefits to remain in their home institutions; their 
highly technical skills enable them to readily find high-quality 
employment in government laboratories, research and devel- 
opment firms, and for-profit corporations with a need for sci- 
entific analysis. Similarly, the need for large stipends to attract 
and hold graduate students in science is very important. 

In recent years, fewer Americans have been attracted to doc- 
toral programs in science; the remaining need for research 
apprentices has been filled with foreign students to the point 
at which these individuals constitute one-third to one-half 
(or more) of graduate science enrollment. The decline of fed 
eral research fellowships and the forecasted oversupply of 
scientists in the 1970s are offered as reasons for the current 
enrollment situation. The future need for more scientists is 
leading universities now to "stcx'kpile" scientific faculty: Col- 
lege enrollments nationwide are expected to increase after 
1995, and the faculty hired in the 1960s are expected to retire 
in the 1990s. Clearly, stockpiling is expensive and workable, 
but only available to those with the funds. 

Support staff. A key component in the cost of research is 
the suppor staff, referred to as research support personnel 
by Hensley in his V/85 testimony before a task force of the 
US. House Committee on Science and Technology ( University 
Research Infrastructure 1986). Although the exact size of this 
group is not known, Hensley estinr'ed it to exceed 500,000 
people. Included in this large group are 12 functional classes: 
grant and contract officers, program development officers, 
business managers, clerical personnel, academic officers, 
research center staff, animal caretakers, laboratory personnel, 
shop personnel, medical personnel, agricultural extension 
and experimental station staff, and others. The first half-dozen 
classes have a strong administrative focus but are necessary 
to keep the research enterprise going. People in these classes 
are involved in research activities at various times: some dur- 
ing the pre award stage, some during the conduct of the 
research, and others throughout the entire process of spon 
sored research. People who hold these positions are part of 
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the research infrastructure. 

Not included are the student assistants or research inves- 
tigators who carry out the essential research activity. Hensley 
reports that 75 percent of all those working in research are 
support staff; faculty researchers constitute the remaining 25 
percent. It should be noted that many— if not most— of these 
staff people are employed only as long as contracts and grants 
are received to pay their salaries. However, research directors 
do everything possible to keep together a research team; the 
pressure sometimes leads to bad financial practices. 

Research equipment and faculties 

The need for better research equipment and better funding 
for such equipment was reported in detail in a 1985 report 
by the American Association of Universities, Financing and 
Managing University Research Equipment preprinted in Uni- 
versity Research Infrastructure 1986). The report summarized 
the need with these conclusions from an earlier survey: 

1. Of the university department heads surveyed, 72 percent 
reported that lack of equipment was preventing critical 
experiments. 

2. Universities* inventories of scientific equipment showed 
that 20 percent was obsolete and no longer used in 
research. 

3. Of all instrument systems in use in research, 22 percent 
were more than 10 years old. 

4. Only 52 percent of instruments in use were reported to 
be in excellent working condition. 

5. 49 percent rated the quality of instrument support services 
(machine shop, electronics shop, etc.) as insufficient or 
nonexistent (p. 462). 

A key cast pressure has been reducing federal funds for leas- 
ing or purchasing equipment; a 78 percent decline (in con- 
stant dollars) occurred during 1966-1983. (However, the fed 
eral government was still the largest funder of equipment— 
54 percent— in use in universities during 1982 1983.) Federal 
funding has been an important source to cover the rising cost 
of the sophisticated tools and facilities for scientific research 
in American higher education. Of the $20 billion spent on 
civilian research and development, about $6 billion is invest J 
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in university research ( University Research Infrastructure 
1986, p. 6). 



Cost reimbursement 

The overhead cost-reimbursement rates authorized by the 
federal government for research grants and contracts vary to 
the extent an institution can justify the costs permitted to be 
recovered. A survey of 30 universities with large research 
expenditures showed different rates between public and pri- 
vate institutions: "The average indirect recovery rate of private 
universities was 63 6 percent in 1986, as against an average 
of 42.8 percent for the public university campuses" (Balder- 
ston 1990, p. 48). The private universities believe it would 
be disastrous for them if they didn't recover a maximum 
amount of indirect costs. 

For the public institutions, the recovery rates might be low 
because state government provides so much of the basic fund- 
ing. Often the state governments demand that portions of the 
reimbursed overhead funds are returned to them because of 
their support for the public institutions. As a result, public- 
university research administrators often believe they are 
denied th<' funds to which they are entitled. The belief is 
widesr cad among all university research administrators that 
the federal government does not pay a full share of an insti- 
tution's indirect costs. 

Faculty researchers often complain that their grant pro 
posals are handicapped by high cost-recovery rates because 
they increase the total cost of the grant project. They request 
that their institutions absorb more of the indirea costs, which 
would have the effect of shifting such costs to nor. research 
units. Faculty in private universities with the highest indirect 
cost rates feel they are losing out in the competition for 
research projects, because their total project budget is too 
high. 

During the past decade, the cost-reimburseinenr standards 
of the federal government have changed; to researchers and 
administrators, this has led to the systematic underestimation 
of university needs. In 1985, one of President Reagan's science 
advisers, Dr. Bernadine Healy, testified before a Congressional 
committer that facilities-use allowance reimbursements "are 
based on a. -werage useful life of 50 years for a university 
laboratory. The actual average useful life of a laboratory is 
probably about 20-25 years, as it h for industrial laboratories. 
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As for research equipment, in addition to having unrealistically 
long amortization periods— fifteen years, in contrast to the 
actual six to eight— the government also micromanages the 
purchase of new equipment" (University Research Infrastruc- 
ture 1986, p. 13). 

Cost Studies 

Cost pressures can be anticipated by carefully analyzing the 
factors in the environment mast likely to impact, an institution. 
Reports of inflation, economic stagnation and decline, new 
federal laws, the possibility of postal increases, desegregation 
court decisions about Southern university systems, and many 
other developments will demand an assessment of their 
potential impact on higher education, One way that college 
and university administrators could respond to these reports 
is that each one could assume responsibility for surveying 
the external environment for future changes. However, a stra- 
tegic planning analysis would require a coordination of these 
efforts just to identify cost pressures that would require insti- 
tutional planning and management. Enrollment changes also 
must be monitored along wifh the emergence of competing 
institutions to determine if the student market has altered due 
to external or internal conditions. 

Hacking enrollment and cost changes within an institution 
is another strategy. It requires a great attention to detail and 
systematic study; organizations like NACUBO and NCHEMS 
^an provide guidance in such activities. Unfortunately, one 
of the first services to be discontinued when revenues decline 
is the analysis of the use of resources within an institution. 
These times are the ones most in need of good cost analysis, 
especially if little planning or forecasting has been done to 
anticipate a possible decline in revenues. When coupled with 
a focus on managing and controlling costs, these studies of 
both external and internal factors help an institution shape 
its future. 




MANAGING AND CONTROLLING COSTS 

The costs of higher education are a concern to many people. 
A variety of external forces attempt to restrict the rise in costs. 
Some, like state governments, force reductions in costs, even 
when not specifically targeting them. States do this by reduc- 
ing revenues or mandating a productivity increase and then 
implementing it by arbitrarily deducting a percentage of 
appropriated funds. States may attempt to manage and control 
institutional costs in a number of arbitrary ways. 

Managing costs in higher education is both art and science. 
A knowledge of budgeting (see Meisinger Jr. and Dubeck 
1984) and financial management in hisher education is help 
fill. A brief description of activities involved in financial man- 
agement of colleges and universities has been prepared by 
Hyatt and Santiago (1986). It contains a good description of 
the data and information needed to make useful financial 
decisions. A skillful analysis of the core concepts of financial 
and cost management have been presented in Managing 
Money in Higher Education: A Guide to the Financial Process 
and Effective Participate . Within It (Vandament 1989). The 
author's view of managing and controlling costs is: 

Approaches to reducing costs sometimes involve the rationing 
of resources, such as supplies or staff; in this case ongoing 
activities are accomplished without change in the basic 
method of delivery. Other approaches involve significant 
changes in the way services are provided, such as consol- 
idation of fragmented support operations or contracting 
for services with outside agents. Effective financial man- 
agement typically includes a never-ending search for ways 
to reduce costs while maintaining quality in the organiza- 
tion 's services (p. 11). 

The view that the effort to control costs is a continuing activity 
which must be accompanied by a concern with quality estab- 
lishes an appropriate purpose for managing costs in higher 
education. By implication— and specifically stated by Van- 
dament— efficiency is not a primary purpose of financial man- 
agement; providing quality services through the wise use of 
resources is an appropriate goal. That view is congenial with 
the purpose of this monograph. 

In this section the issues important to keeping costs and 
benefits in balance as cost pressures mount are considered. 
In addition, the management of costs and expenditures will 
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be considered under various kinds of financial stress, such 
as the short and longer term financial emergencies resulting 
from a decline of revenues and/or students. It is assumed here 
that the costs of goods and services to be purchased by an 
institution are known elements. It also is assumed that it is 
necessary to know the cost of institutional activities and pro- 
grams if cosch ar s to be managed. 

Furthermore, almost all studies about financial management 
indicate ^ need to know what is most valued in an institution; 
the implication is for clear statements of mission, goals, prior- 
ities, ? nd some agreement about the outputs desired from 
r^e u «;e of public resources. Although many institutions lack 
sih 4 > specificity or a plan to implement it, the search for it 
she uld give meaning to the management of their scarce 
• sources. Coping with scarcity in the pursuit of quality aca- 
demic outcomes (rather than just budget cuts) can be the 
focus of any program to effectively manage the institutional 
costs of higher education. 

Revenues to Cover Costs 

Raising revenues to cover costs is a goal. When this is not 
achievable, expenditures must decline. Sometimes casts must 
be increased to raise more revenue. Revenues which lag 
behind inflation might control costs or even lower them, but 
educational quality also might suffer. Increasing revenues 
from various sources should be worth the cost of the activity 
required to raise more funds. Whenever possible, revenues 
should be increased according to the mission, role, and scope 
of each institution. 

One of the more pernicious suggestions for raising revenue 
in the short run is to delay remission of insurance and retire- 
ment premiums so that interest can be eamea for the insti- 
tution instead of for the employees, This proposal involves 
great risk when an institution wants to maximize interest 
income and invests premiums in unsecured stocks, bonds, 
and commercial notes. The problem is that what can go up 
in value also can come down unexpectedly, Many states have 
laws that restrict or prevent implementation of such poor 
ideas, However, in difficult economic times, many old and 
bad ideas often materialize. 

A major point about fund-raising is that accepting just any 
gift without estimating the secondary costs could prove 
troublesome over time. It still is true that a gift of an astro 
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nomical observatory to a college can lead to the creation of 
a department of .\stronomy. The gift would be acceptable if 
it is integral to the mission of the institution. Unsolicited gifts 
or special appropriations from friendly legislators raise the 
same issues. 

Many institutions receive gifts of land, buildings, businesses 
(a circus, for example), and art work. It is especially important 
to estimate the costs of keeping and operating buildings 
before they are accepted. Such troublesome items as asbestos 
insulation, lead-based paint, old wiring, lead-soldered plumb- 
ing, an ancient heating and cooling system, and termite and 
rodent infestations all reduce the value of a building. The 
price of fixing up the building might be higher than the price 
for which the institution (or its foundation) feasibly could 
sell the property. This situation has come to the attention of 
state legislators who see these "hidden" costs as an unnec- 
essary drain on facility and future operating budgets. In many 
ways it is very hard for a college or university to turn down 
a gift of an attractive small museum packed with prehistoric 
artifacts. But the security and utility bills could mount rapidly, 
especially if the museum is located 125 miles from the main 
campus of a university. An endowment gift must be obtained 
to cover the costs of operating the museum, preferably before 
the museum is accepted by the institution. The same holds 
true for the gift of the papers and memorabilia of a distin 
guished alumnus; who will pay for the cataloging, security, 
and guidance for the use of these materials? One should care- 
fully inspect a gift horse. 

Increasing enrollment for revenues 

A concern with rising costs and slow growing revenues leads 
many institutions to consider recruiting more students as a 
revenue source. The basic thought is that a few more students 
in each class would not be an unreasonable increase in work 
load for existing faculty and the tuition revenue (and state 
subsidy for public institutions) would offset some existing 
costs. 

The impact of a student increase would depend upon the 
. ize of an institution and whether the increase would be 
pfvtsed in over a number of years or only a few. The gener 
atio. 1 of cost -free revenue always is problematic. For example, 
there is no way to bar students from electing high-cost pro- 
grams or programs that do not earn enough resources to cover 
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their costs. Thus, it is possible that a marginal increase in stu- 
dents will further unbalance a budget. 

Usually, when an institution has unused capacity, adding 
students to programs that break even (in costs and revenues) 
is a benefit. However, additional costs of support services 
might tax an institution; an increase in part-time students 
raises these expenditures. Costs might rise in the admissions, 
registration, and advising offices as a result of growth in stu- 
dent numbers. Library services and materials might have to 
be expanded to accommodate enrollment growth. Student 
services such as counseling, health care, recreation, housing, 
and entertainment also might increase costs, although sep- 
arate fees could offset some of the rise in these student ser- 
vice costs. It should be remembered that student tuition pays 
only a portion of the total cost of higher education. 

The matter of tuition as a viable revenue source is impor- 
tant, although it may be kept low to encourage access to col- 
lege. In the public sector, several states are raising the out- 
of-state tuition rates to cc the full cost of education. The 
indexing of tuition to th auiount of increase in state 
revenues, to the rise in the cost of living, or to a fixed per- 
centage of the cost of education shows a movement to try 
to make tuition a more dependable source of revenue. The 
effect of these increases on enrollment might be to direct 
more students to the public community colleges. Maximizing 
revenues from tuition might be possible only for the wealth- 
iest institutions. 

A number of colleges are spending funds to better market 
their institutions as a means to increase enrollment and 
revenues. Those that can afford it also fix up their campuses 
to make them more attractive places (Higher Education Costs 
1988). Some institutions increase their intercollegiate athletic 
budgets to develop winning teams and to generate favorable 
publicity and more revenues. The strategies are important, 
but they all have costs. 

Balancing Costs and Benefits 

The plans, programs, and activities to keep costs on the con 
tinuing agenda of institutional administrators are important 
elements of a cost management strategy. They should be 
undertaken before* financial emergency arises; they might 
moderate the effects of uncontrollable external events and 
with good fortune, they might keep an institution solvent and 



functioning at a satisfactory level of quality. 

One approach to finding and solving institutional financial 
problems before they get out of control is illustrated by the 
activities begun at Johns Hopkins University in 1989 (Fuchs- 
berg 1989). Johns Hopkins is financially sound with a budget 
surplus, but its eight degree-granting divisions do not fare 
equally well. Two academic divisions, Arts and Sciences and 
the Peabody Conservatory of Music, showed "chronic 
unfunded balances." After officials projected the unfunded 
balances for these and other units (such as the main library 
and radio station) for the next five years, a broad range of 
operating cuts and revenue enhancements were implemented 
to bring balance to the finances of all units. However, the 
report indicated that it took a year of agonizing discussion 
to agree upon an appropriate course of action. In some ways, 
the early detection of emergent financial problems and devel- 
opment of workable solutions might be more difficult than 
trying to confront a financial emergency, but the long-range 
benefits should be greater. 

Cost-cutting programs 

Cost-cutting programs may be directed to particular services 
or activities. Energy conservation would require that an indi- 
vidual in each building or area be responsible for turning off 
lights each evening and seeing that the thermostats were set 
as high as possible in hot weather and as low as possible dur- 
ing cold weather. Weatherproof! ng windows and creating 
double-entry doors to contain cool air in summer and warm 
air in winter also are important. Unplugging water coolers, 
turning off automatic door openers (except those for the 
handicapped), and shutting off escalators also might be tried 
as ways to save energy and its costs. However, such adjust- 
ments must be monitored and reinstalled repeatedly to main- 
tain effectiveness and produce a savings. A realistic and annual 
assessment of the cost of such control efforts needs to be car- 
ried out over several years to ensure that the costs do not 
exceed the benefits. 

Cost-cutting programs sometimes emerge as part of an insti- 
tution's effort to improve the quality of its services. The "Total 
Quality Management" program at the Oregon State University 
is one such example (McMillen 1991, pp. A27-8). By studying 
the financial and business services at the university, admin 
istratots and clients attempted to improve them by reducing 
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the time to complete work. Changes in the work processes 
were expected to save time, improve quality, and reduce 
costs. 

It was reported that Oregon spends about $50,000 a year 
to develop and adopt the plans necessary to make the needed 
improvements under TQM. The initial results w< re that the 
lime to complete construction projects dropped from 195 to 
150 days. The 23 percent decrease in time, with some reduc 
tion in costs, made the improved space more readily available 
to faculty, staff, and students. 

NACUBO has reported that about 25 colleges have adopted 
TQM, including Pennsylvania's Edinboro University. In the 
four years since it has implemented the program, Edinboro 
reports a savings estimated at close to $1 million. An in-depth 
review of TQM is being prepared by Ellen Earle Chaffee as 
a future report of ASHE-ER1C. 

Objections to transferring the TQM methods to the aca- 
demic programs of an institution have been raised. Because 
universities are not businesses, many faculty members are 
seriously skeptical about applying a business-oriented strategy 
to the work of higher education (McMillen). One of the cen- 
tral ideas of TQM is to pay attention to the complaints and 
needs of clients—in other words, the students. Some faculty 
find this approach important. It might become very important 
if students decide not to enroll or to drop out because their 
needs seem to take a back seat to the needs of the faculty and 
administrators. TQM seems to be the latest strategy after qual- 
ity control circles to gain the attention of both profit and non- 
profit organizations. 



Cost reductions 

An emphasis on reducing costs while maintaining quality 
requires a search for lower cost alternatives to the usual ways 
of providing services. The forming of consortia of institutions 
to obtain discounts for large orders of supplies, equipment, 
and even library books is an example of such arrangements, 

Relationships with industry often are seen to have a positive 
benefit for the research, development, and training activities 
of colleges and universities, Contributions of state-of-the-art 
equipment or price reductions for such equipment through 
educational discounts can be significant benefits. Minimum- 
cost maintenance agreements for expensive and complex 



research equipment also may be negotiated directly with 
equipment manufacturers. 

The shared use of equipment and facilities is a significant 
strategy for acquiring access to items that otherwise would 
be prohibitively expensive if purchased. Florida State Uni- 
versity's supercomputer contract with the U.S. Department 
of Energy (DOE gets priority use of the equipment 60 percent 
of the time) and Ohio State University's statewide supercom- 
puter network proposal are examples of shared use. 

Facilities for training such as field camps, laboratories, and 
telescopes can be shared with other colleges, special interest 
groups, government agencies, and even business and industry. 
Colleges andiiniversities also might seek special arrange 
ments to use national laboratories, computer facilities, and 
special library collections administered by the federal and 
state governments. Even with a modest user fee, the latter 
might expand greatly the educational resources available to 
a college or university. Large municipal and state libraries 
often provide services without charge to students and faculty 
of colleges in their service area. Small colleges might find the 
electronic bibliographic search programs of municipal librar- 
ies far superior to their own indexes and card catalogs. The 
central strategy here is the search for ways to gain access to 
valued resources without acquirine; the resources. 

Another similar approach here is the contracting for ser 
vices. In this manner, expertise is rented or leased rather than 
developed within the institution. The need for elevator repair 
service can be satisfied either by institutional staff or by a pri- 
vate business in the area. The number of elevators and their 
general condition often indicates the need for there kinds 
of services. A similar situation arises from the need to repair 
office equipment, computers, printers, and communications 
equipment. Where highly unique scientific equipment must 
be designed, built, and maintained by an institution, it is more 
common to find technicians and artisans (glassblowers, for 
example) on the staff of a large college or university. 

One of the important consequences of contracting for ser- 
vices is that costs (salary charges) might not rise as fast as 
those in institutions where across-the-board salary increments 
can increase service costs beyond the average charged by 
businesses. Of course, contracting outside for services could 
inhibit development of the skills unique to the needs of a 
particular institution. 
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Tactics for controlling costs 

Ever since the 1970s and the Arab oil embargo that drove up 
oil prices and utility costs, lists have appeared to suggest 
actions that colleges can use to manage costs— representing 
potential solutions to financial problems (Ginsberg 1982). 
It is easy to forget that many institutions suffer similar financial 
problems, but that the solutions they choose depend upon 
their local history, tradition, culture, and views about the 
future. 

Suggestions on tlicse lists range across a full se' of options. 
For example: Tb finance the operation of the residence halls, 
lower the room rates to attract more students; raise the rates 
when student demand for on campus living is high; lease the 
halls to a private service - mpany; or sell the halls to a hotel 
or apartment management firm. The solution chosen should 
meet the needs of the institution and include consideration 
of both the optimal financial arrangement and the contribu- 
tion of residence-hall living to the college experience. 
Because most of the suggestions on these lists were conceived 
during financial emergencies, they tend to remain in the stan- 
dard repertoire of management responses to financial prob- 
lems. The suggestions are examples of areas in which financial 
alternatives may be considered to increase revenues or to con- 
trol or reduce costs. 

One of the most important areas in which to control costs 
is that which absorbs the greatest share of the academic bud- 
get: instruction. It is considered in a following section as a 
special cost category. 

Managing cost pressures 

Most colleges and universities—even the wealthiest in the 
United States— must cope with the cost pressures detailed 
in the previous section of this monograph. Many must con- 
stantly make adjustments in tuition charges and program qual- 
ity just to keep revenues and expenditures in balance. Public 
institutions, depending heavily on the health of state econ- 
omies, find they must make do with whatever comes their 
way. In response to living in a constant state of need for addi- 
tional revenues, all institutions have tried a wide variety of 
strategies to cope with their perceived adversity. These actions 
are believed necessary even though they might have unde- 
sirable consequences. 
For example, across-the-board budget cuts often are used 



to contain costs at the level of insufficient revenues, Employ- 
ing this strategy too often is thought to lead to "rising medi- 
ocrity" (Jasehik 1989). Leaving vacant faculty positions 
unfilled -regardless of the program from which they orig- 
inate -is another way to contain costs and jeopardize program 
quality. The high-quality programs are as likely to lose faculty 
as weak programs— or maybe more so. 

After a financial squeeze persists for a few years, the need 
crystallizes to examine programs to determine if any should 
be cut back or eliminated. This is seen as a strategy to gen- 
erate funds for new programs or to enhance old ones. This 
kinc*. >f major surgery in a college or university is very trau- 
matic and might take several years to accomplish. One always 
should be prepared for faculty and staff to deny the need for 
even a judicious paring of programs; they would rather see 
a substantial reduction of administrators, student service staff, 
medical services, and support staff. These and other strategies 
most often receive keen attention when an institution finds 
itself in financial difficulty. 
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Administration 

Controlling administrative costs is a major challenge. Belief 
is widespread that many adminisirative costs are mandated 
or at least required if an institution wants to compete for stu- 
dents, research grants, and service contracts and to provide 
a healthy, safe, and fair work place. What is required is a con- 
tinuing series of cost studies, analogous to academic program 
reviews, to determine if the administrative services already 
justified as absolutely necessary are being provided efficiently 
and effectively (see Brown 1989). Proceeding in this direction 
without succ umbing to the latest management fad is another 
challenge, as Allen and Chaffee indicate (1981). 

A recent guide to administrative cost studies is Tough 
Choices { 1990), based on a recognizable linear model of plan- 
ning and administration. Over the years, the National Center 
for Higher Education Management Systems has developed 
a variety of approaches to cost studies, although most have 
ftxused on instructional costs. A major element of many cost 
studies comprises examining salary data and comparing this 
data across similar institutions. The American Association of 
I iniversity Professors annually publishes such data for faculty 
in its journal Academe, and the Chronicle of Higher Education 
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publishes average data for many kinds of administrative 
positions. 

Administrative salaries 

Much has been written and discussed in the daily press about 
the salaries chat "retiring" administrators take with them when 
they return to their faculty or become faculty members. Man- 
aging these costs is a teal challenge. One method of holding 
down administrative costs is to clearly designate the portion 
of an academic administrator's salary for this function. For 
example, when a faculty member becomes a dep;irtment chair 
or part-time administrator, the salary increase for these duties 
clearly should be labeled a supplement. The increase should 
last only as long as the person holds the job. A reasonable 
supplement for a department chair should be a significant 
benefit ranging from $1,500 to $3,000. A chair guaranteed a 
half-time summer appointment as the principal supplement 
should retain this benefit only while functioning as chair. 

In a similar vein, a full-time administrator— whether re- 
canted from within or outside the institution— should receive 
downward salary adjustments when he or she assumes a fac- 
ulty position. If the administrator was on a 12-month appoint- 
ment, then he or she should remain on the payroll for that 
duration for one or two transition years. The first reduction 
after the transition period should be a return to a 9- or 10- 
month salary— in other words, to 75 or 83 percent of the for- 
mer 12-month salary; summer appointment would then be 
subject to the same requirements governing faculty 
colleagues. 

The second part of the reduction should include a return 
to a salary level equal to the pay received by the average or 
above-average faculty member of equal seniority at the insti- 
tution. Comparability could be determined by noting the sal- 
ary of a regular faculty member at the 75th percentile of all 
salaries in an appropriate academic department or division; 
adjustments could be made to the 67th or 85th percentile 
depending upon the quality of the "retiring" administrator's 
work. An institution's policy for this kind of reduction also 
might set a floor (as well as a ceiling) for the size of the 
decrease or permit the reduction to occur over a period of 
three years to avoid undue hardship. The objective here is 
to determine fairly the salary of a "retir :d H administrator in 
relation to the salaries of the faculty to be joined. Given the 
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great variety of pay and perquisites for administrators, any 
reduction plan needs to reflect local conditions. 



Instructional Costs 

Instructional costs include expenditures for programs, faculty, 
academic support operations, libraries, and other related activ- 
ities. Instructional costs vary according to the disciplines of 
the teaching faculty, their seniority in a teaching career, class 
size, and the extent to which classroom instruction is aug- 
mented by laboratories, field work, and special teaching 
equipment such as computers. Continuing expansion of the 
use of computers is considered one of the factors driving up 
instructional and other costs. 

Instructional systems 

One of the important variables affecting instructional costs 
is the mix of educational experiences designed for students- 
large classes, small classes, tutorials, and self-instruction. A 
further refinement is designing instructional systems so that 
they accommodate the various learning styles of students 
(Kolodny 1991, p. A44), 

The tutorial between a student and an experienced pro- 
fessor still tends to be the most expensive form of instruction 
which, of course, explains the high cost of doctoral programs. 
The large lecture section staffed with teaching assistants or 
ad*unct instructors can be the least expensive, The extent to 
which any of these methods serves desired educational pur- 
poses—rather than costs— should be the reason for selecting 
one or another of them, However, when resources are de- 
clining, classes commonly become larger and choices become 
fewer. 

Individualizing courses according to a variety of learning 
styles is an appropriate educational goal. However, the cost 
of that effort, if it requires more than asking a faculty member 
to change his or her method of instruction, could be very 
large, However, an educational gcrul to recruit more minorities 
and women for careers in science might be an opportunity 
to begin developing more individualized courses of instruc- 
tion, llie costs to accomplish this more valuable goal may 
be rated as more woithy of support than simply adding greater 
instructional variety to the educational experience of students. 

A xus on learning outcomes—the learning objectives that 
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students need to master— also could legitimize the costs of 
developing more individuzlized learning experiences. The 
fundamental icsue remains, however, whether scarce resour- 
ces should be used for this purpose or for some other (Will 
some other valued learning experiences or other valued pro- 
grams be relinquished if the learning styits of students are 
emphasized?). This is an example in which the availability 
of educational goals and priorities could guide b idget and 
expenditure decisions; of course, if such policy information 
arises only from a highly decentralized system, it might be 
too particular to I lelpfiil across an entire institution. 

It is possible to deliberately create a mixture of educational 
experiences while balancing their costs. Bowen and Douglas 
illustrate with economic analysis an approach to using existing 
resources to create a variety of teaching and learning expe- 
riences for students (1973). The key to undertaking this analy- 
sis is the availability of information about the goals of indi- 
vidual courses: which ones are designed principally to 
transmit information and concepts, which focus more on 
creating an appreciation of the subject matter, and which 
require the student to learn and demonstrate a unique set 
of behavioral skills. The first category of courses may be 
taught in larger classes, the second in smaller classes, and the 
third might require small classes or individual instruction. 
Depending on the needs of an institution or the needs of the 
schools and departments within it, other categories can be 
created to maximize the variety of learning experiences avail- 
able to students without increasing expenditures. 

Another area with clear cost implications that is related to 
instructional systems is the use of computers, software, video 
tapes, films, and other media. The issue of licensing under 
copyright law can make many of these materials more expen- 
sive than necessary. For example, if a state government's 
department of education has the authorii / to purchase such 
materials for use throughout education, it might be able to 
offer substantial savings on copyrighted materials. Such mate- 
rials can be obtained on loan, copies made for use, or pro 
grams transmitted over cable or by satellite for recording by 
educational users. In some states, even a central budget is 
provided for acquiring mat ials for postsecondary education. 
Similarly, colleges located near a large institution that houses 
a film library might be permitted to borrow materials for a 
nominal fee. The focus is (or should be) on obtaining access 



at a reduced fee, rather than purchase for acquisition of these 
various materi&is. 

Full- and pait-tlme faculty and classes. Class size pol- 
icies—the minimum- and maximum-size classes permitted 
at an institution—significantly affect costs. Such policies might 
cause a sudden rise in instructional costs if full-time faculty 
are hired at the beginning of a new program when classes 
are small. It might be better to hire part-time faculty until 
some critical mass of students are enrolled. Similarly, a surge 
in enrollments might be met by temporarily employing part- 
time faculty to prevent class sizes from rising excessively. Hir 
ing part-timers also would permit the administration to study 
the factors leading to the enrollment increase, thus avoiding 
a premature permanent commitment to more full-time faculty 
with their higher and continuing costs. 

An expanded instructional program might have to be car- 
ried by the existing faculty in larger classes until it is clear 
whether the expanded enrollment is a temporary phenom- 
enon or a more permanent change. The nature of the changes 
in enrollment must be studied carefully. If real growth is 
reflected by new students entering the institution rather than 
by current students selecting a more acceptable major, then 
p^rt-time faculty can be replaced by a full-time instructor. 

After a successful program is institutionalized and the 
enrollment pati >rns become fairly predictable (although shift- 
ing still can be evident), a policy may be followed. Perhaps 
one full-time faculty member could be added whenever a 
specified minimum number of student credit hours are added; 
for example: 300, the equivalent of a four-course work load 
averaging 25 students each enrolled in a three credit course. 

Very early commitment of new faculty positions to a new 
program that doesn't raise enough revenue to ewer direct 
instructional costs will become a drain on other revenue 
producing programs at the institution. A similar situation 
emerges when faculty or administrators promise to create a 
new program "which won't cost anything because all of the 
needed faculty and support resources are already on hand." 
That might be true initially if the program has unused capacity 
and low faculty work loads. But without growth, other pro- 
grams will have to help out. If funds are available, as when 
a chief academic officer creates a venture capital fund each 
year, then new programs could be supported in part with such 
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funds (Vandament 1989). Clearly, institutions must carefully 
manage the costs emerging from new programs in which the 
primary purpose is to attract new students and revenues to 
an institution. 

Programs 

Programs often are synonymous with departments or divisions 
(the latter term is used in smaller two-year and four-year insti- 
tutions^, although more than one program may exist in a 
department; interdep' tmental degree programs also might 
exist as well. Programs most often refer to instructional units 
or degree curricula, but also include service activities such 
as counseling, fund-raising, security, and many others. At the 
institutional, system, or state level, programs might refer to 
all instructional expenses and include most other depart- 
mental costs such as the research, development, and service 
activities not separately funded. 

Programs costs may be reviewed each year at budget time, 
every five years during program reviews, at start-up time, when 
programs are merged, or when a new program emerges from 
an old program (computer science from mathematics, for 
example). Many times program costs are not estimated; the 
omission contributes to the poor management of costs. At 
other tim^,, surrogates for costs are used, such as the number 
of FTE students when funding or budget allocation formulas 
require specific quantities to generate a faculty position (see 
Tucker 1986). In such cases, the faculty positions then are 
multiplied times an average institutional salary to estimate 
faculty costs. 

Proposals for new programs sometimes contain estimates 
of desired expenditures for their early life— for the first three 
years, for example. New programs begun with existing faculty 
and available resources often contain no projections of future 
costs. This omission might be deliberate based on the often 
erroneous assumption that only existing resources will be 
used in the program. In other instances, the omission is based 
on the decision to see whether sufficient enrollment (a cost 
surrogate) materializes to warrant continuing the new pro 
gram. When coupled with a set of criteria to make a continua- 
tion termination decision, the costs of new programs might 
be adequately controlled through the review process. 

Programs created to meet a perceived demand in society 
sometimes begin before a sufficient enrollment demand 



exists; these programs might have to be "unstarted" and tried 
later under more favorable conditions. Periodic needs assess- 
ments in local areas, regions, states, and national scopes help 
determine whether enrollment demand is likely to emerge 
for a new program, 

Break-even analysis. The estimates of future costs are 
needed for both new and continuing programs in order to 
determine which programs generate revenues beyond their 
costs, which ones have reached a break even point, and those 
that require support from other programs. Special attention 
to the subsidized programs is necessary to estimate when 
(and if) they will become self-sufficient— that is, when costs 
and revenues will balance. From this analysis, enrollment 
growth targets need to be established so that progress indi- 
cators are widely known and understood; failure to meet the 
growth targets after a few years should place a program's exis- 
tence in jeopardy. Clearly, some programs (classical lan- 
guages, for example) may be considered necessary in a par 
ticular kind of institution; such programs are not self-sufficient 
and rarely break even. Vandament uses a nine-cell table with 
a variety of criteria to determine how each program should 
be classified (1989). 

Sometimes the departments and schools that generate a 
surplus of revenues over costs corr in that they are required 
to .subsidize the departments that don't break even, This is 
one of the more difficult situations institutional administrators 
face and in large part is due to decisions about curriculum 
and degree programs and the average work load of faculty. 
The need for a unified curriculum almost always will involve 
programs that produce revenues and other programs that are 
weak in this regard. Program enrollments also can be respon 
sive to swings of interest in particular majors. Pre law can give 
way to a preference for pre medicine; investigative journalism 
can become popular after the press uncovers a national scan- 
dal; education might be avoided because teacher wages are 
UK) low; science might'be considered too demanding except 
when Earth Day and ecology become popular topics. Shifting 
choices create varying patterns of curricular costs over time, 
and the trick is to know why student preferences change and 
whether the changes are short-, medium- or long-term. 

Institutions with decentralized operating budgets often find 
that some schools generate surpluses, some break even, and 
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others generate losses. A business school might generate a 
surplus from both careful management and enrollm. nt 
demand of students. An am «nd science college might find 
it difficult to break even because a the many departments 
and great variety of subjects netted for the lower-division 
foundation programs of Ashmen and sophomores. Of course, 
the specialities of art?, and science faculty might lead to very 
small masses at the upper-division and graduate levels of 
instruction. The latter drive up instructional costs and might 
comprise such limited attractiveness to ordinary stuo. snts that 
claas enrollments are likely to be too small indeflnite.y. 
Ueariy, small classes and unique subjects must be justified 
academically to claim a subsidy from other courses or 
programs. 

It should be clear that not every program or course will 
be able to pay its own way. Retaining uneconomical programs 
should be an educational decision-, such « ^«cHon should 
be attained with a full understanding- 
such programs prevent others from reaching in-.. au*J« - ic 
potential. It's hard to muster the courage to terminate a wo- 
gram that doesn't live up to expectations. One way to 
approach this problem is to periodically conduct prog. u n 
reviews or evaluations (Micek 1 / JO). 

Program reviews. The s> r .matic review of an ongoing pro- 
gram can contain a specific examination of direct salary costs 
and other expenses of t»- program. The review sho\ d assess 
whether the expenditures are reasonable for particu . r kinds 
of programs such as tho c c without laboratories and Uiose with 
small classes. The number of student credit hours generated 
also will be needed to estimate the revenue of the program. 
Then, the ratio of costs to revenues should be determined 
to classify a program as one that provides revenues or requires 
subsidies or whether it is breaking even financially. 

The point of the review using ratios e sentially is to raise 
questions about the educational quality of the programs. For 
example, the departments generating surplus revenues should 
be assessed to determine whether they are rigorous enough 
in their academic requirements as well as whether they're 
attractive. The departments that generate deficits should be 
examined to determine if they are too diftV or restrictive, 
currently unattractive to students, or not a part of the central 
curricular emphasis of the institution. Those that are breaking 
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even need to be examined for both sets of concerns. Hie ulti- 
mate judgment is whether the costs are appropriate for gener- 
ating the desired quality of educational program and whether 
poor-quality programs should continue or be allotted addi- 
tional revenues. 

A wide open program review involving outside subject- 
matter experts often will result in a recommendation for more 
faculty and staff and other resources. In feet, a study of the 
program reviews of the nine-campus State University System 
of Florida for an early five-year period revealed that all pro- 
grams needed more resources. The programs were judged 
on the basis of their need for an increase in quality. This 
clearly indicates the need for program priorities, since not 
enough resources exist for all programs. 

In the process of the total program review, cost information 
usually represents only one kind of evaluative information. 
The cost information is given greater weight during difficult 
financial times, and this presents a problem. The program 
review originally was conceived as a systematic means leading 
to program improvement. As enrollment and financial prob- 
lems demanded attention in the 1980s, the program review 
came to be seen in many places as the basis for eliminating 
programs. In some institutions or state university systems, col- 
lective bargaining agreements required that a program be 
abolished before faculty could be laid off or terminated. 

The potential threat of a faculty layoff resulting from ana- 
lyzing program leview data has spawned several problems, 
including the centralization and analysis of data collection. 
Nonetheless, the systematic program review with clear and 
public criteria for making decisions about program contin- 
uation—whether or not such programs are uneconomical- 
might be in the best interest of an institution. In other words, 
cost alone should not be the primary reason for terminating 
a program. Instead, some criteria, such as the extent to which 
the program contributes to the central mission of the insti- 
tution, is more important. 



Faculty. The acquisition of a new faculty position and a new 
person to fill it entails a bundle of start-up costs including 
office space, furniture, typewriter or personal computer, and 
office equipment and other appropriate items. Many institu- 
tions have a room or building for new and used office fur* 
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niture storage that could help neet the need. The appoint- 
ment of a senior professor might require more costly office 
space and accouterments. Research faculty require a varies 
of facilities and equipment; scientific equipment can cost tram 
$25,000 to $250,000, depending on the discipline and the 
experience of the researcher. Among the disciplines in which 
library materials are used for research, a faculty member's spe- 
cialty might require adding a special collection of books and 
periodicals. Institutions should be prepared to supplement 
the library budget each time a new faculty position is created, 
but this rarely is done systematically. 

Faculty salaries constitute the largest portion of direct 
instructional costs— that is, the portion of the budget nec- 
essary to pay instructors for their teaching activities. These 
costs usually vary by discipline, seniority, and type of insti- 
tution. Compensating faculty includes offering a salary plus 
tht fringe benefits of health insurance, retirement, and 
supplements. 

The need to control insurance costs is very clear. In Florida, 
seven community colleges have formed a self insurance con- 
sortium administered by Blue Cross-Blue Shield that has 
reduced rising health costs from 15 percent annually to below 
8 percent. To be successful, these new and innovative 
approaches— which include health maintenance organiza- 
tions—require broad participation and very careful manage 
ment. Given the forecast of continuing and probably increas- 
ing health insurance costs, institutional and system officials 
will have to give more time to this expenditure catt ^ory. 

In the strictest sense, the costs of student assistants, tech- 
nicians, and others needed to keep laboratories and equip- 
ment functioning are all part of the cost of instruction. An 
important administrative concern about the use of instruc- 
tional facilities and equipment is that it must be available 
when it's needed and has to be fully utilized to realize its 
value. As satellite transmission, interactive video discs, and 
other teaching technology are utilized more widely, the equip- 
ment technicians could become as important as the teachers. 
In the past, teaching technologies have not replaced faculty 
but have only added costs to the process of teaching and 
learning. The 1990-92 recession surely will stimulate another 
round of experimentation with electronic substitutions for 
faculty instructors. We still need to know whether learning 
is enhanced through instructional technology. 
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Institutional Equipment 

In purchasing equipment, whether for administrative, teach- 
ing, research, or service activities, an estimate of full costs is 
very important Full costs include those related to renovating 
space to hold the equipment, shipping, installation, security, 
operation and maintenance, service contracts, technical sup- 
port, insurance, utilities, and special supplies. If equipment 
is to be leased or purchased with borrowed funds, interest 
and service charges should be calculated, for they too are 
directly related costs. 

Furthermore, records of usage and depreciation charges 
must be maintained for research equipment that is to become 
eligible for funding under federal grants; usage allowances 
tend to be lower than depreciation over the estimated life 
of the equipment. It should be noted that different federal 
agencies apply varying interpretations to the regulations 
governing use and depreciation charges. For example, the 
allowable portion of rent or maintenance costs of a president's 
house is subject to interpretation, so early inquiry and thor- 
ough analysis are doubly essential. 

The equipment data base is one of the more important 
information files to be created and maintained. In addition 
to the typical data about cost (including all cost categories), 
the records must include information about the length of 
actual useful life, repairs, and suitability for different programs 
and projects. This kind of data is needed to assist in the peri- 
odic study of institutional expenses to substantiate grant and 
contract overhead charges. 
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Sources of Financial Problems 

How do colleges and universities get themselves into financial 
difficulty? "Conscientious overcommitment" (Balderston 
1974), poor oversight and management, inadequate cost data, 
and lack of adaptability to changing external conditions 
(through poor strategic planning, for example) are some of 
the main sources of financial problems. 

Upon taking office, a new college president found "that 
the budget had been balanced only through sales of property, 
fortuitous bequests, and delays of several months in paying 
bills" (Breckon 1989, p. B2). The first problem identified was 
the use of one-time or nonrecurring revenues to cover oper- 
ating costs and liabilities. The second arrangement of neg 
lecting to record expenses during the period when the ser- 
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vices were received was a violation of Accounting 101 prin- 
ciples. Breckon explains that he fired 18 unneeded 
employees, sold staff cars, and took other actions to control 
costs and balance them with increasing revenues; he then 
gave the faculty a raise. This is one style of management and 
cast control with which most businesspeople, legislators, and 
trustees can identify in a very positive way. 

Hiring too many full-time faculty and awarding too many 
12-month contracts ate other problems. Creating faculty posi- 
tions whenever unused funds appear is another example. 
What is needed is some form of position controi, which is 
a procedure to prevent creating positions without fully jus- 
tifying and identifying recurring fiscal support. It involves con- 
trolling any vacant positions before they are filled, so that a 
faculty opening within a department may be assigned wher- 
ever it is needed most in the institution. Position control also 
involves closely monitoring new programs funded externally 
through development grants or contracts. This especially is 
important when it is uncertain from where the resources will 
originate when the grants expire in cases in which such pro- 
grams will be institutionalized. The number of faculty and 
staff on short term funds can be controlled by stipulating in 
the employment contract that appointment renewal is depen- 
dent upon the availability of funds and by clearly indicating 
that regular appointments are not automatically available to 
persons on "soft money" or one-time contracts. 

A variety of other financial problems exist— such as the sim- 
ple aging of faculty and buildings— that increase costs almost 
imperceptibly. As the budget requests rise each year, all activ- 
ities must be thoroughly reviewed to determine which are 
the most essential to the central mission of the institution. 
Responding to this informat'on in a timely fashion before a 
financial emergency arises is the job of higher education's 
administrators and managers. Perhaps better planning and 
institutional analysis would alert these officials to potential 
financial problems. 

A number of indicators can alert administrators to the extent 
to which an institution is in or is headed for financial trouble 
(Mingle 1981). Some of the more obvious warning signs are: 

1. A slow decline in students or an increase in empty dorm 

beds; 

2. Holding admissions open until the day before classes 



begin, even at open admissions institutions; 

3. An exodus of senior faculty or excellent teachers; 

4. Sending departmental budgets in December instead of 
on July 1 or at the beginning of the fiscal year; 

5. Regularly missing cash discounts c \ accounts payable and 
delaying payment as long as possibi 

6. Failing to give pay raises or cutting fringe benefits; 

7. A high bankruptcy rate (more th*n 15 percent) on student 
loans; 

8. Borrowing money to pay current operating expenses— 
beyond the need for temporary cash advances; 

9. Postponing payday by a week or a month; 

10. Selling property of any kind to obtain current funds; 

11. Closing a building that has been declared unsafe because 
no funds are available to renovate it; and 

12. Threats to regional accreditation. 

In sum, many indications of financial problems exist. The top 
administrators or managers should agree on an appropriate 
set of indicators and incorporate these into an administrative 
MIS. 

Managing CosU During Financial Emergencies 

Institutions have little choice when they are confronted with 
financial emergencies: Yhey must fake certain actions if they 
are to survive. But all of these actions have secondary con- 
sequences—some of which might emerge only in later years. 
This section describes the strategies and tactics used in finan- 
cial emergencies and some of the consequences of their 
implementation. 

A temporary revenue shortfall, like a short-term recession, 
may be managed with four typical actions to reduce costs- 
plus a fifth action to transfer reserve funds to replace lost 
revenues. A multi-year decline in revenues resulting from a 
prolonged recession or a dip of the birth rate 18 years earlier 
would require more stringent adjustments and actions. Oper- 
ating under a deficit for two or more years is courting disaster. 
The various strategies for coping with these financial situations 
are cumulative, although some— cleaning offices only every 
other day, for example— generate only a one-time cost saving. 
The strategies and tacvics used widely will be described as 
shorter term and longer term approaches to managing costs. 

It should be noted that publications such as the Chronicle 
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of Higher Education, the New York Times, and many other 
newspapers as well as journals such as Change carry descrip- 
tions about the various approaches institutions use to cope 
with their financial difficulties. 

Coping with short-term financial problems 

Short-term financial emergencies bring forth a predictable 
repertoire of responses to manage costs and declining 
revenues, the first of these is the spending freeze, which 
might extend to vacant positions, out-of-state travel, purchase 
of equipment and library books, and any other relevant and 
controllable expenditure. A variant on the freeze is indefinitely 
postponing implementing new programs or construction proj- 
ects. A freeze on faculty replacements or new positions might 
stimulate the expanded use of part-time faculty when enroll- 
ment demand remains firm in particular programs. 

A second tactic with strong future cost implications is post- 
poning maintenance and reducing janitorial services such as 
lawn mowing and window washing. Postponing maintenance 
can allow a problem to develop or worsen, thus multiplying 
the costs of repair and replacement A third response might 
be conserving resources: turning oft lights and changing the 
thermostat settings for heating and cooling, for example. It 
also can include attempts to ration supplies and lower pur- 
chase prices by buying more generic goods and buying in 
larger quantities to gain volume discounts. A fourth tactic 
when revenues fall significantly is the across-the-board cut- 
more recently referred to as "a policy for the equal sharing 
of financial pain." The central objective of these four strategies 
is to preserve as best as possible the regular services offered 
by the institution, especially those which generate revenues. 

A fifth category of action is to transfer uncommitted funds 
from whatever source— some of which specifically might have 
been created for emergencies— so that the most important 
activities can be continued or enhanced. The principal sources 
are general fund balances, nonrecurring revenues (revenues 
from the sale of used equipment, for example), and discre- 
tionary funds. Many institutions have ample, separate, largely 
discretionary budget accounts: funds for supplies, travel, 
books, equipment, and (sometimes) salary increases. Addi- 
tionally, funds are maintained for all of the institution's 
unfilled positions or those soon to be vacated. The latter pro 
vide the savings from attrition of faculty and staff so often dis 



cussed as a means for reducing salary costs. Unfortunately, 
attrition might not reduce instructional costs if highly pro- 
ductive (acuity exit the institution. 

It should be clear that all uncommitted funds are ready 
targets to use in financial emergencies and often are treated 
as unlabled reserve funds. Many times, money for equipment 
or even for library books is not spent until the end of the fis- 
cal year, so it may be used to cover a short-term financial 
emergency. These "contingency 1 ' funds could be transferred 
to departmental operating budgets to make up for lost 
revenues. When funds for instruction are still short— even 
after the transfers have taken place— elective courses could 
be canceled or simply not offered; the part-time faculty 
members who might have been used for these irregularly 
scheduled courses are left unhired. 

Another response to a short-term emergency is to begin 
an effort to increase revenues through new academic pro- 
grams, increased student recruiting, establishment of student 
retention programs, better government relations, expanded 
fund raising, and so forth. These efforts are expected to boost 
the next fiscal year's budget. Although reducing programs is 
an action that might be considered at this stage, the legal com- 
plications and poor prospects for immediate savings usually 
prevent an attempt at partial implementation. 

The general goal sought during the short-term financial 
emergency is to install spending reductions that impact as 
few employees as possible, so that roughly the same amount 
of instruction and services can be delivered. This goal might 
even lead to sending administrators to teach one or two 
classes a year. One hopes that these individuals, like part-time 
faculty, are qualified, current in their discipline, interested 
in students, and informed about the department's curriculum. 

Budget reductions. If responses to financial emergencies 
are not carefully planned, the consequences can be a tangle 
of costs, dislocations, and conflicts that exceed any short-term 
benefits. For example, the fourth tactic— the across-the-board 
budget cut— often is seen as the most equitable way to con- 
front a financial problem. Unfortunately, purveyors of that 
action fail to recognize that large departments are likely to 
have more budgetary flexibility than small units. Thus, the 
larger units might be able to give up some resources without 
affecting the level of service offered, whereas this would be 
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nearly impossible within the small department. In addition, 
a "fair" or equal percentage distribution of budgetary cuts 
fails to recognize the potential impact on high-priority pro 
grams— those which bring prestige, students, and external 
resources to the institution. 

If funds set aside for matching certain types of grants and 
contracts are frozen or cut, then important losses of revenues 
could occur. These and other kinds of restrictions tend to dis- 
courage the best faculty, who then might be encouraged to 
leave the institution. If they are research faculty, they might 
take their research grants and graduate students with them. 

Some faculty and administrators believe that the uniform 
percentage cut of all budgets has a beneficial effect in an 
emergency. They suggest that everyone believes that he or 
she is in the same predicament and must band together to 
make the best of a bad situation. The feeling of solidarity and 
belief in the institution, it is suggested, can even lead faculty 
and staff to accept pay cuts for one or two years to ensure that 
the institution becomes financially solvent again. These feel- 
ings contrast with those that result when some faculty and 
staff are told that their programs are not as worthy as others 
after program funding priorities have been set. 

An alternative to uniform percentage cuts is designating 
particular expenditure categories tor reduction: prohibiting 
long distance telephone calls or altogether removing tele 
phones from faculty offices or desks, leaving an "outside" 
phone in the departmental office, for example. The latter 
action is designed to reduce the instrument rental charge as 
well as the cost of local and long distance calls. Implementing 
these options could negatively affect recruiting, service pro 
grams, and research efforts, especially if a faculty member has 
a computer and communications modem installed on his or 
her telephone for retrieving data and information. 

Another problematic choice during a short-term financial 
situation is to take funds from the book budget of the main 
library. The funds might solve the immediate need but won't 
touch the underlying management issues of priorities and 
program retrenchment. In addition, a lack of regular expen- 
ditures would create "holes" in the library collection. Failing 
to purchase new books at the time of publication can be prob 
lematic: Because the press runs of academic monographs have 
become smaller over the years, they frequently are out of print 
only a year or so after publication— and thus later on are more 
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expensive and perhaps more difficult to acquire. 

Freezing expenditures. A freeze on spending is probably 
unavoidable in short-run emergencies. It is manageable if 
funds have been set aside (encumbered) to pay for purchases 
and contracts already negotiated. Without encumbered funds, 
responses to financial emergencies can be chaotic and fol- 
lowed by the costs of legal proceedings for unfulfilled agree- 
ments. The budgets for equipment and library books can be 
frozen but might generate problems later. For example, when 
a faculty applicant to a grant is asked whether adequate 
research equipment is available to conduct specific research, 
he or she might answer yes in order to receive the grant and 
strongly urge for more fijnds to procure the latest equipment. 

An even more contentious and costly procedure relating 
to the library— besides pirating the book budget— can arise 
from a revenue shortfall so severe that journal subscriptions 
have to be canceled and refunds obtained. The labor costs 
and subscription disputes with publishers and subscription 
jobbers could consume a large share of the refunded sub- 
scription money. Expenditure recovery might be a strategy, 
but it also has its costs; benefit might be realized only in the 
second or third year after negotiations or court proceedings. 

A freeze ordered in the middle of the academic year makes 
budgetary management \ery difficult. A freeze on expendi- 
tures should be implemented as a temporary measure until 
the magnitude of the emergency has been determined. A 
spending freeze reduces managerial flexibility throughout 
an institution and inevitably centralizes operational authority 
at the presidential level when the freeze persists for any length 
of time. Such action reduces the adaptability needed at the 
point of service delivery to cope effectively with difficult situa- 
tions and maintain program quality. 

Mandated cutbacks. The only event worse than a mid-year 
academic budget freeze is a mandated budget cutback, which 
might even include the requirement that funds be returned 
to the government (usually the state). The need to bear all 
of the cuts in the last half of the year places a special burden 
on the budget for the second term or for the summer term, 
if scheduled. In many public universities, students are 
required to enroll in one summer term to help spread the 
operating cost of facilities over a 12-month period. When this 



& & n H the Costs in Higher Education 

ERIC 



102 



85 




is a state requirement, academic departments might schedule 
courses in thV summer that are not taught during the other 
terms. If they are required courses for majors, reducing the 
summer budget might unfairly require students to spend an 
extra term on campus. Similarly, the department mat ordered 
enough supplies in the early fall for the entire academic year 
should be well stocked; departments with a casual approach 
to management might run out of supplies in the spring term 
or early summer. 

It should be realized, however, that an early commitment 
of funds for supplies and travel leaves a department without 
a pool of funds to relinquish if a mid-season cutback occurs 
within the budget. It is ironical that a well-managed institution 
with a reasonable administrative overhead might also feel a 
real pinch when it is ordered to reduce its administrative 
costs; such specific demands might be made by state higher 
education agencies. Only good planning, forecasting, insight, 
and good luck can lead the department or college admin 
istra' or to be adequately prepared during economic hard 
times. 

There are times when a double dose of financial difficulty 
hits an institution or system (Weiss 1990). In the fall of 1990, 
City University of New York experienced an increased enroll- 
ment at the same time its public funding was cut deeply. 
Although CUNY has had an open admissions policy in its 21 
institutions for about 20 years, it now has had to limit admis- 
sions at the four-year schools because not enough funds exist 
to permit the system to hire the teachers needed. As a result, 
2,000 classes have been cut from a roster of more than 
100,000. 

The state's $800 million-plus contribution to the CUNY bud- 
get was cut by $29 million; the funds from New York City were 
down $13 million to about $160 million. Tuition made up the 
remainder of the $1.1 billion budget; however, government 
officials have prevented any rise in tuition for two years. Thus, 
classes are getting larger throughout the CUNY system. The 
four year institutions are referring students to the public com- 
munity colleges, which also are growing rapidly. Even the 
community colleges need more funds for more classes. 

In effect, although perhaps unintended, this referral process 
is shifting instructional costs from a higher cost sector to one 
where costs are likely to be lower. Public universities in other 
states sometimes follow the same procedure when their legis- 
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latures or system boards set admissions standards differently 
for two year, four-year, and graduate institutions, or when they 
set enrollment caps for campuses (Mingle 1981). Caps curb 
enrollment at the more prestigious, largest, and most costly 
campuses. 

Salary and benefit cuts. Perhaps one of the best clues to 
the nature and duration of a financial emergency is the esti- 
mated impact on salaries and benefits in the next fiscal year. 
It is understandable to propose to postpone a salary increase 
until mid year (December to February) in order to see if the 
revenues arrive as projected. However, indefinitely postponing 
salary increases is a decision of great consequence. It can 
erode morale or create a lifeboat-survival mentality. It reduces 
or cancels the funds awarded to faculty who are promoted; 
it prevents, unless otherwise arranged, matching salary offers 
for faculty being lured by other institutions and it prevents 
adjustments for pay and other inequities. 

A worse situation than postponing salary increases is deny- 
ing raises entirely. But that's not ali. Usually the cost of fringe 
benefits or income and oiher taxes continue to rise, so real 
income for faculty is given a double cut in purchasing power: 
inflationary reduction and increased benefit costs. Worst of 
all, of course, would be to affect an actual cut in salary plus 
these other reductions. 

Position reduction. One of the most difficult situations both 
administrators and faculty must confront is the need to reduce 
the size of the faculty and staff. This action indicates the sever- 
ity of the financial difficulty and sums the transition to the 
long term strategies needed for institutional survival. At this 
stage of a financial emergency— often the second year— the 
funds for unfilled positions would have been sequestered 
The next target would be furloughing or terminating non- 
tenured faculty— those people expected to bring new ideas 
and renewal to an institution. 

The budget strategy here is to reduce salary costs. Some 
of the savings could be used to hire less-expensive p^rt- 
timers, while another part of the savings might be used for 
salary raises for the survivors. This strategy often is accom 
pjinied by a requirement that the remaining faculty increase 
their teaching or other work loads. Occasionally, faculty 
members collectively will decide to take a reduction in pay 
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(perhaps 5 percent) to retain their colleagues and their cur- 
rent work load patterns. Whether the current mix of faculty 
is cost effective and worth preserving is the hard question 
facing administrators. 

It should be noted that support staff members might receive 
job or salary cuts earlier, deeper, and for longer durations. 
In the spring of 1991, government officials in several states 
proposed that public employees be requested to voluntarily 
reduce their work time by 30 to 40 hours without compen- 
sation to help balance the 1990-91 budget. Many staff 
members would rather uke such furloughs than lose their 
jobs; however, job reduction might be unavoidable. The con- 
sequence of all of these postponements and cuts is lowered 
instructional costs— and possibly lowered quality of the edu- 
cational experience as well. Of course, if enrollments decline 
or shift out of low-cost majors such as education to higher 
cost majors in science and technology, then instructional costs 
might rise. 

Position reductions made without systematic program 
reviews and long-range planning clearly indicate a financial 
emergency— of whatever duration. One way to prepare for 
this difficult task is to maintain the results of ongoing program 
reviews ready to use in a financial emergency. 

Con/ranting long-term financial difficulties 

Before the perception is clear that a long-term financial prob- 
lem is at hand, a number of strategies will be attempted to 
alleviate the current revenue and cost problems. A multi-year 
decline or steady figures in enrollment and revenues typically 
is met with plans to restructure the institution to expand 
enrollment. The single-sex institution tries to become co- 
educational; the church-related institution might distance itself 
from its churc i sponsor to attract more students and gifts. Pro 
grams such as business minors for liberal arts students might 
be added. Institutions might try to expand vertically by 
increasing the level of degrees offered: two year to four-year, 
four-year to master's, and comprehensive to doctoral and 
research degrees. Enrollment management becomes necessary 
to produce enough students to obtain state funding or enough 
tuition to pay the instructional costs of continuing degree 
programs. 

The 1990s dip in the number of high school graduates has 
led many private institutions to expend more funds on enroll- 
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ment marketing as they compete vigorously with one another 
for applicants; that increases the administrative costs of each 
institution unless cooperative arrangements are made to con- 
trol these costs, such as a common application for admission 
and student aid funds. (Unfortunately, the federal government 
says that institutional collaboration in some of these matters 
amounts to collusion.) Similarly, the special and expanded 
efforts to retain recruited students generates costs but are 
expected to increase revenues in two or four years and there- 
after. When it appears that enrollment and revenues cannot 
be increased, then it becomes necessary to consider faculty 
reductions, including even the part-timers; this is the pnme 
cost control strategy in labor-intensive educational institutions. 

Terminating programs is one of the most commonly con- 
sidered long range financial management strategies. The dean 
of Yale College is reported to have explained Yale's approach 
to deficit reduction: "We're hoping to find something that can 
be expendable rather than tjy to bleed everybody" (DePalma 
1991, p. B8). The reasons for terminating programs are to con- 
trol quality, use resources efficiently, and then to reduce 
expenditures; the entire process might take three or more 
years. Institutions that wish to remain accredited must deter- 
mine how to adhere to standards while managing to avoid 
forcing a cutback of programs or program quality. 

Public institutions face mandatory cutbacks when a leg- 
islature begins reducing its subsidies. Several Oregon state 
institutions proposed to close down programs: the college 
of education at Oregon State, teacher education (and 22 other 
programs) at the University of Oregon, and the school of 
health and human performance and 12 other programs at Port- 
land State (Monaghan 1991). Even the Oregon community 
colleges were expected to have to place limits on their admis- 
sions; all of the universities were expected to cut enrollments. 
Given that Oregon voters changed the state and local system 
of financing government, the state university cuts are expected 
to be severe and permanent. Reducing programs might be 
a continuing activity for several years as Oregon's public insti- 
tutions attempt to balance revenues and costs. Institutions 
in many other states found during the 1990-92 recession that 
government officials demanded their institutions cut continu- 
ing expenditures such as faculty; the result could be a reduc- 
tion of revenues back to 1988 89 levels in constant dollars— 
a terrible situation for all. 
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A question is whether program terminations will reduce 
costs. They typically do not in the short run (Mingle 1981). 
Expenditures are reduced when faculty and support staff are 
laid off permanently. However, institutions that honor faculty 
and staff seniority, whether through collective bargaining 
agreements or other arrangements, will be pressed to retain 
tenured personnel because program termination must be 
accompanied by thorough cost cutting and attempted revenue 
enhancements before tenured faculty are laid off. So far, insti- 
tutions have tended to cut unprotected faculty, staff, and 
administrators before releasing tenured faculty (Mooney 
1991). This practice actually might relatively increase the cost 
of programs by releasing the most junior and less costly fac- 
ulty and staff members. It also reduces the number of minority 
and women faculty hired to create a multi-cultural campus. 

Institutions with appropriate resources might offer early 
retirement programs of half-time employment or offer to buy 
out continuing contracts to reduce the long-term salary and 
benefit costs. Within multi-campus systems, faculty might 
receive employment opportun ities at other campuses or other 
options such as shared appointments. In some instances, pro- 
grams might be suspended and faculty or staff fiirloughed 
rather then terminated (Mooney 1991). The assumption in 
such cases is that the severe financial circumstances are tem- 
porary, although they might last for several years. 

In some cases (usually at independent private institutions), 
a college or university might run a deficit for several years 
before a widespread consensus that conditions must change 
hits its governing board, chiei" administrative staff, and faculty. 
Tlie key phrase that defines the problem is: "This university 
(or college) cannot be everything to everybody." That phrase 
indicates that programs need to be reviewed and those that 
are not central to the mission of the institution must be main- 
tained in a steady state, pared back, consolidated with other 
programs, or phased out altogether At these times, program 
review becomes a strategic planning exercise wherein the 
forces of support and competition in the environment are 
considered along with the strengths and weaknesses of the 
institution. A formal classification of programs for this purpose 
has been developed by Vandament (1989). 

A strategic planning effort has been reported (Harrison 
1990) for independent Fairleigh Dickinson University, which 
is just 50 years old. The institution had been running a deficit 



for 16 years, enrollment was declining, and state subsidies 
were being trimmed. A new public four-year college was 
opened in the same county as the university's largest campus. 
The dental school had operated at a deficit for 20 years, but 
with a sta'e subsidy. However, in 1988, leaders in the state 
of New Jersey said they expected to discontinue the dental 
school subsidy entirely after 1990. Fairleigh Dickinson closed 
the dental school in June 1990. However, it still generates 

COStS: 

The university had to pay severance to staff members, offer 
placement services to students transferring to other dental 
schools, and provide patients with many years* worth of 
records (p. A33). 

The new president reported that the situation could be turned 
around for the uni rsity "if we could reduce operating costs 
by 3 percent and increase revenue." The board of trustees 
wanted a balanced budget by 1992-93. Even branch campuses 
could be closed. The most important question about all of 
the long-term options is whether the institution will have 
enough time and skill to devise the long-term solutions nec- 
essary. Effective strategic planning could provide a needed 
early warning. 

Summary 

An uncertain financial future after the short-term management 
measures have been undertaken leads to a new round of 
actions designed to help a troubled institution survive. These 
include increases in tuition and fees, terminating marginal 
programs, reducing tenured faculty positions, discontinuing 
part-time faculty, and instituting deeper budget cuts all across 
the board. During this time, the focus shifts to a permanent 
reduction of costs and expenditures, because all of the reserve 
funds will have been consumed and only small increases (at 
best) in revenues will be expected. 

For a private institution, revenues could continue to decline 
disastrously; excess land, buildings, and equipment might 
have to be sold. Unless some financial miracle occurs, such 
as consolidation with a solvent organization or the state's will- 
ingness to take over the institution (Mingle 1981), a college 
might be headed for bankruptcy. A small private college might 
be overwhelmed when a public institution opens a branch 
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campus in its territory— and the lower tuition of the publicly 
subsidized campus attracts students away from the higher 
priced private college. Only creative adjustments would allow 
the private college to survive. 

Manas&mf t Systems to Conttol Costs 

The prec . .description of management strategies to con 
trol cost r^p sents a selection of widely used methods. They 
tend to . . -tern oriented and designed to fix whatever 
appears to be broken. A few s> ems maintain broader frame- 
works which emphasize management planning and foresight, 
which are the tools needed to anticipate rather than just react 
to financial problems. Two of these methods will be men- 
tioned here, because their application to small Mbera! arts col- 
leges has been evaluated and reported (Baldridge and Tierney 
1979); this report should be consulted for the details about 
their evaluation study, which forthrightly lists the caveats 
about their findings. 

The two systems involved are management information 
systems (MIS) and management by objectives (MbO). The 
implementation of MIS increases the quality of data about 
the institution and in its more sophisticated form permits the 
creation of simulation models. MBO prcvides the systematic 
estimation of financial and other consequences from an array 
of alternatives for solving oroblems. Baldridge and Tierney 
concluded that "institutions w'th successful MIS projects 
reduced variations in per student expenditures among depart- 
ments" (p. 9). They found that expenses in the more costly 
departments were reduced and student/faculty ratios were 
equalized. Furthermore, "Institutions with successful 
advanced MIS projects decreased their per student expendi 
tures" (p. 9). These results make the study of these s stems 
useful for providing the information and analyses necessary 
to successfully control costs. 

MBO contributes significantly to the planning process of 
institutions, especially so if coupled with a well-developed 
MIS. In addition, the two systems provided linkages to the 
budgeting process at some of the studied institutions. Creating 
a connection between planning and budgeting is the great 
need for those who have embraced the more contemporary 
concept of strategic planning (Baldridge and Tierney 1979; 
see Vandament 1989). 
Like many other management "systems," MIS, MBO, and 




various budgeting and planning methods require a confluence 
of necessity, leader follower support, and integration with 
the values: and norms of a campus culture.* Much needs to 
be done to successfully manage costs. 

It has been reported by Schmidtlein and others that strong 
leadership, a political consensus among campus faculty and 
staff, and other support is needed to move from planning to 
implementing plans. Although it often is very difficult to do 
;nuch innovative planning and implementing during relatively 
good financial times, the effects of economic recession and 
the threats of financial disaster present a unique and impor 
tant opportunity for a change in cost management. 

A variety of strategies and systems exist to manage costs 
and expenditures. Baldridge and Tierney endorse the use of 
some of these systems n existing staff can be carefully trained, 
new specialists are not hired, and consultants are used care- 
fully and economically (p. 13). However, adopting and install- 
ing good management strategies and systems are actions tnat 
must occur before the financial emergency arrives. 

•See Planning jor Higher Education 1989-90. Vol. 18, no. 2. 
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COST MANAGEMENT PRACTICES — SUMMARY 



This sec* Ion summarizes the more commonly occurring co»i 
management practices that are prescribed and oftentimes used 
to confront financial problems. Most of the practices included 
here have been discussed and analyzed in the previous sec- 
tions A prescriptive tone is used here to sharpen the presen- 
tation, but no single magic formula exists for controlling costs. 

Institutional Direction 

A clear institutional mission is required when it comes time 
to consider the programs that are most important to an insti- 
tution. Specifying the strengths of all programs and their con- 
tribution to the centnl mission of an institution enables fund- 
ing priorities to be set and resources to be managed in pursuit 
of educational quality. 

There are many system, "or classifying programs (Vanda- 
ment 1989); in addition to centrality of mission are goals, 
quality, revenue potential, and costs. Each program should 
be ranked within the institution. For example, programs can 
be clustered into four groups: First are the strongest and most 
valued programs which require a high investment of funds 
to stay on top and supplements if rheir instructional income 
does not equal their costs. Second are the programs of prom- 
ise that require nurturing and additional funding if they are 
to begin to move toward achieving their potential; long-term 
growth and development is required. 

A third class of programs are average within an institution, 
necessary for its mission, but exhibit only a few outstanding 
elements. Funding is needed to reward those who achieve 
distinction arid to bolster quality. Finally, a fourth group of 
programs appear to be tangential to the main purposes of an 
institution and provide few connections to or support of other 
programs. This group must be re ewed regularly to deter 
mine if its resources could be used advantageously in other 
programs or for new programs. Ir /el funding or reduced 
funding might be in order. From this group must come the 
funds for institutional adaptation and growth, 

A clear mission statement and programmatic priorities are 
a necessary but not sufficient condition to ensure that costs 
are understood and controlled. Data about costs need to be 
collected, analyzed, and interpreted. Policy criteria about work 
loads, minimumsize classes, and other factors are required 
so that management judgments can be made about uie most 
productive, efficient, and effective use of resources. These 
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needs have been around for more than 60 years; one wonders 
why they haven't successfully been implemented. 

The great fear about using this grand strategy to manage 
costs is that it seems destined to grind up loyal faculty and 
staff in the maw of efficiency Furthermore, to many organi- 
zational analysts, the strategy appears to be a linear model 
of administration (and governance) in which exists no con- 
flicting goals, no active interest groups articulating and pur- 
suing different value positions, and no outside patrons and 
constituencies with very particular views about higher edu- 
cation. However, many people recognize the need to bring 
some order to the blooming, buzzing organized anarchy that 
Cohen and March (1974) described, especially when financial 
difficulties arise. Some authorities are skeptical that a new 
"order" is possible given the factors identified by Cohen and 
March. 

Whether colleges and universities can ever perform tne 
planning and anabsis that will allow them to accurately antici- 
pate the future and thrive on it— even when financial prob- 
lems arise-is an open question (see Change 1990). For those 
who want to try, the tools and techniques are available; one 
of the newest systems designed to enbr>ce planning is total 
quality management (Coate 1990). 

Anticipating the Future 

College and university revenues are affected directly by 
changes in the federal, state, and local economies. Govern- 
ment response to the state of the economy translates into 
shifts in revenues for higher education. The availability of stu- 
dent aid funds, amounts of tuition needed, and residential 
living costs all respond to economic conditions and govern- 
ment action. 

Demographic changes such as births and migration increase 
or decrease the number of high school graduates and their 
propensity to enroll, stimulate changes in enrollment levels. 
Institutional proximity to students and availability of profes- 
sional and occupational courses stimulate adult enrollment. 
The availability of several postsecondary institutions with dif 
ferent price structures affects enrollment, revenues, and costs. 
A recession often stimulates people to return to college to 
upgrade their skills, complete degree programs, or prepare 

for new careers, 
liach institution needs some way to forecast the external 



events most likely to affect its well-being. Strategic planning, 
futures research, cross-impact studies, environmental scan- 
ning and any other reliable procedures can be used by 
planners, institution; ' or policy researchers, or administrators 
to not« the trends affecting the resources and costs of their 
institutions. Both short- and long-rc nge policy emphases and 
data trends are important, especially in forecasting revenues 
and costs. The purpose of accurately forecasting revenues and 
costs should not be forgotten: to enable institutional admin- 
istrators to maximize revenues and to minimize costs until 
a dynamic balance of resources allows production of services 
at an acceptable level of cost and quality. This purpose must 
be used by top leaders as one of the criteria in periodically 
evaluating the success of all institutional administrators. 

Administrative Compliance 

The old concept of accountability is emerging again as Con- 
gress and state legislatures request documentation about the 
need for resources and an explanation of how the resources 
are used. The 30 percent ceiling on loan default rates, the 
sharpening of definitions about what may be included in jal 
culating grant overhead reimbursement rates, and many other 
stipulations are requiring compliance before revenues are 
received, renewed, or retained. Many states are requiring more 
elaborate statements of need for new programmatic (incen- 
tive) funding; in some instances, this will be the only way 
to receive new funds. 

The 1991 Florida Legislature changed to a partial lump-sum 
funding appropriation for the State University System in 
exchange for its agreement to develop a detailed account 
ability reporting system using indicators about all manner of 
university inputs, processes, and outputs. Is this deja vu? 

To maximize revenues, both administrative compliance and 
accountability reporting increasingly are being demanded. 
Institutions might have to increase their administrative costs 
to develop the capability to fully and accurately report the 
data and information needed. Institutional research might 
have to be reinvented or expanded to again focus on costs. 

The connection between cost increases and tuition levels 
are being widely scrutinized. Again, institutional justifications 
should be documented clearly with accurate and complete 
data. When tuition levels are raised to provide continuation 
fundus as in many states with reduced appropriations, that 
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is important information. 

When tuitions need to be increased to obtain funding for 
new programs, the documentation should be crystal clear. 
The next question to be expected from the hinders being 
asked for new dollars is: "Why don't you drop a low-priority 
program to obtain part of these needed funds?" Legislative 
staff are saying quietly, "Show us the results of your good- 
faith efforts to cut duplicate and unattractive programs and 
to enhance undergraduate teaching, so we can believe that 
you do have a genuine financial need." In these circum- 
stances, an institution has to decide how far it will allow itself 
to be co-opted by the legislature's goals and priorities in order 
to obtain new dollars. When questions like these are received, 
they can be used as the basis for a serious program review. 

Program Changes for Revenues 

Presuming Bowen's previously cited principles are correct, 
the needs of higher education are infinite and thus all avail- 
able revenues will be spent to satisfy some portion of existing 
needs, with demands left over. Although needs are infinite, 
resources are finite; this truism confronts us repeatedly during 
difficult financial times. The ongoing task is to balance 
revenues and expenditures. 

When the cost income crunch comes, one element of a cop- 
ing strategy is to take any reasonable-seeming action in order 
to increase revenues. If declining enrollments cause reduced 
revenues, then programs need to be reviewed for their attrac- 
tiveness (for example, a business minor for liberal arts stu- 
dents), new student markets sought, and all sources of income 
squeezed for more revenues (this might include raising 
tuition). Enrollment-management policies may be established 
to encourage nontraditional and adult students and special 
services developed for the large population of commuting 
students (Jacoby 1989). 

Institutions also find that they sometimes must raise more 
revenues to spend on services that will attract and hold a par- 
ticular income group of students. We now see evidence that 
potential students are impressed by the way a campus looks; 
they also link their vision of a quality education with its 
tuition price. A recent study indicates they might have some 
grounds for that belief, although the relationship is not a cer- 
tainty (Gilmore 1990). 

One of the many difficult financial crunches to deal with 
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is that generated by mandated expenditures— for example, 
social security, health insurance, and other legislated pro- 
grams of social policy. Apart from the merits of these pro- 
grams is the fact that revenues aren't received to cover even 
part of their costs. These mandated expenditures need to be 
captured in the overhead expenses the institution must 
"charge" all of its programs. Thus, to obtain true costs for a 
college program, one needs to include a dollar amount that 
incorporates the cost of institutional direction and leadership, 
libraries, central services such as purchasing, utilities, and so 
on. Similarly, true costs of a program include the cost of 
equipment and facilities and the funds necessary to install, 
begin, and keep everything running. 

Responding to Cose Pressures 

Current costs, their history, and their likely direction must 
be known in order to manage them. In addition, emerging 
new or different costs must be identified and their likely 
demand on current and future revenues estimated. Mandated 
programs and other unavoidable costs require special atten- 
tion, as mentioned previously. These should be scheduled 
to be reassessed at least annually (semiannually, if possible) 
to keep up with the trends. 

When cost increases appear likely, the revenues to pay for 
them must be estimated; then, if the amounts appear to be 
too great, alternative goods or services should be sought. 
Expanding instructional work loads for faculty also need to 
be considered. Unfortunately, many colleges seem unable 
to identify such alternatives; this inability needs to be studied 
and comparable institutions and national organizations like 
NACUBO should be inquired of. Payments to local taxing dis- 
tricts, hospitals, and other local service providers in lieu of 
paying local taxes is an important example of a nearly ines- 
capable cost. 

Administrative costs are a growing concern of funders and 
legislators. A full description from a large sample of colleges 
and universities of these costs—including the reasons why 
their requirements change over time and other relevant expla- 
nations-are badly needed. Interinstitutional comparisons 
are important. 

Most administrators sense that mandated social programs 
and requirements from state legislatures and higher education 
system agencies are responsible for a portion of the added 
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administrative expenses. Administrative computing also is 
seen as a factor here. More counseling and advising services 
for students is another possible source of increasing expenses. 
These and the addition of all types of technical support staff 
deserve careful scrutiny, for they have taken at least two per- 
centage points of aggregate expenditures over the past 
decade. 

Faculty and Staff Salary Issues 

Salary costs need to be studied on several grounds: Are they 
competitive for the quality of institution? Are they continuing 
to lose ground to inflation, declining institutional revenues, 
and salaries at other comparable institutions? Do they serve 
to motivate high-quality performance? Does .salary compres- 
sion and inversion exist, and have these elements created a 
morale , ^blem? Are salaries fair by rank, experience, race, 
gender, '*?<i discipline? Are there enough or too many part- 
time, temporary faculty? Are the salaries of part-timers "fair"? 
College and faculty deans and other academic officers, 
assisted by institutional researchers, should regularly and sys- 
tematically analyze salaries. 

Fringe-benefit programs represent cost areas in which some 
components are increasing rapidly with limited available alter- 
natives. Social security and health insurance are two of the 
most expensive areas. Self-insurance for a consortia of col- 
leges might be a way to control insurance costs. Retirement 
programs also are important, for they tend to be the largest 
single fringe-benefit item. Retirement payments also are sig- 
nificant, because they might hold the key to a reduction of 
high instructional costs from an aging and expensive faculty. 
The need to have cost-of-living escalator clauses in these pro- 
grams is an important retirement incentive but could be 
expensive during inflationary times. 

Little consensus exists regarding the rate at which faculty 
members are expected to retire. The state of the economy 
and the elimination in 1994 of the 70-year-old employment 
cap might stimulate faculty to retire later than age 65. Other 
fringe benefit programs (such as faculty housing) can push 
up costs, but little is known about these. 

Another impcA-int faculty cost issue stems from the average 
work load, which usually is considered in terms of instruc- 
tional classroom or credit hours. There is spotty evidence that 
the number of courses being taught has declined over the 



past 20 years; others say faculty now are teaching one month 
less than they were about 20 years ago, Uniform and com- 
parable data are needed to document the average work load 
of faculty; no such data currently exists. However, self- 
reported work-load data indicates that faculty in larger insti- 
tutions rnd research universities spend more time at their jobo 
than other faculty, although two year faculty say they teach 
more students even if they work fewer hours. 

There is a slight indication that several states again are 
reviewing the need for laws to precisely declare the number 
of hours public-institution faculty members should teach. 
Every institution needs to know the average teaching load 
of faculty as well as the criteria for equalizing this load and 
any other data that correctly illustrate the direct cost of instruc- 
tion. The obvious question that needs answering is whether 
a decline in faculty work load has occurred and whether this 
decline has driven up instructional costs. 

Other Instructional Costs 

Using audio and video materials, electronic systems, more 
traditional learning facilities such as laboratories and libraries, 
and computer applications of all kinds potentially could push 
up instructional costs. The electronic systems have not yet 
supplanted regular faculty instructors, but they do add to the 
typical costs of instruction. Some costs such as scholarly and 
scientific journals have increased in price by as much as 25 
percent a year. 

If state revenues flatten out— as they are in many states— 
or decline for a few years, distance learning with simultaneous 
teaching at different sites using satellite technology might be 
tried as a substitute for full-time faculty at distant locations. 
These experiments are expensive, but might be useful in 
times of short revenues. If the decision to use these electronic 
systems is made primarily because of the relative low cost 
of operation, then the quality of learning needs to be verified. 
Faculty members aren't the only people who might have sec 
ond thoughts about these systems. Most students and parents 
also have very traditional expectations about the nature of 
classr(X)m instruction— the desirability of a real, live, genuine 
professor in the classroom, for example. 

Research Expenses 

Although not a typical cost at most colleges and universities, 
research expenses and revenues are important components 
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of the budgets of most large institutions, including compre- 
hensive and doctoral research universities. At the same time 
that the cost of research equipment and facilities continue 
to rise, the federal government continues to reduce i*s share 
of funding for basic research even when its research funding 
is increasing. 

Very grave differences of opinion exist regarding what con- 
stitutes the true cost of research at universities. The federal 
government, which is the largest funder, is redefining what 
it believes are true research costs. These specifications will 
be crucial information io all universities that need to recover 
the full costs of research. Many universities will have to gen- 
erate a new study of overhead rate charges if Congress is suc- 
cessful in limiting overhead to 25 percent. 

The support staff devoted to research (who comprise at>out 
75 percent of those engaged in this function— faculty is the 
other 25 percent) have been one of the fastest growing seg- 
ments of higher education. The supporting staff deserves care- 
ful study for duplication, need for full-time practitioners, and 
other characteristics such as shared use, and such. Committees 
of non-scientists and scientists periodically should review the 
use of research support staff; this can be accomplished during 
the periodic program reviews. 

Managing and Controlling Costs 

One should examine every inch of a gift horse. The conse 
quences of accepting a gift without having the funds to fully 
utilize or operate the service cr facility related to it can gen- 
erate costs for many years. Legislative "gifts" of buildings, 
equipment, and special programs that haven't been on an 
institution's wish list could have similar drawbacks. Opera 
tional costs for these beneficences need to be estimated and 
and explained to government officials. 

A focus by an institution on raising revenues through 
increased enrollment requires market analysis and probably 
more administrative costs. It also requires estimates of sec- 
ondary consequences such as the costs for additional services 
to the students and the need for more instructors. Estimating 
the unexpected consequences of all revenues and cost-saving 
proposals is important to ensure that later costs will not make 
a current financial problem worse in future years. Even cost- 
conservation programs need periodic review to ensure they 
generate savings after the first major effort of implementation. 



It should be clear that in a labor-intensive organization like 
a college or university, a time will come when the only strat- 
egy for controlling costs is to reduce the salary budget. Saving 
funds through attrition— that is, choosing not to fill new 
vacant positions or those resulting from employees exiting— 
is a common approach. However, an indiscriminate freezing 
of all vacant positions, like an across-the-board budget cut, 
can be harmful to high-priority programs. 

In order to manage costs purposefully, a clear mission and 
set of program priorities must be established, as discussed 
previously. Every three to five years, each program (educa- 
tional, administrative, student service, etc.) should be 
reviewed. The review should focus on the quality of a pro 
gram and whether its revenues and costs are balanced and 
its priority classification should change; also, some timetable 
should be provided to improve or reduce staffing. In this way, 
revenue requests or cost reductions can focus on specific pro- 
grams or their important aspects. If it's necessary to change 
the program mix in an institution, to send staff or faculty on 
furlough, or to reduce e uployees— especially tenured fac- 
ulty—then these program review reports clearly should sup- 
port such decisions. 

One way to stave off the very unpleasant task and the effects 
of cutting employees is to continuously monitor the use of 
resources, noting which programs have quality and revenue 
problems, and make adjustments as needed. In other words, 
don't wait until a financial crunch of costs and revenues 
arrives. It should be noted that many administrators believe 
they have inadequate authority or legitimacy to make staffing 
reductions. They like to wait for a financial emergency of 
some kind before acting, using the emergency as the grounds 
for an unpalatable decision. Establishing public criteria for 
making decisions about programs would be helpful. 

Any number of indicators are useful in diagnosing the finan- 
cial health of an institution. These indicators need to become 
explicit and codified; reports should be generated monthly 
or quarterly to members of the institution's central admin- 
istration to stimulate program reviews and corrective action. 
When the short-term financial emergency arrives, a freeze on 
purchasing, travel, and vacancy fulfillment usually occurs first. 
The focus is to reduce expenditures but save existing services 
and filled positions. The latter might require transferring funds 
from reserve accounts to continue all activities— especially 
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those activities that generate revenues. Part-time faculty might 
be added to save salary costs, and some of the vacant posi- 
tions might be cut permanently. Specialty classes might be 
cut along with their part-time faculty if such individuals were 
hired exclusively to teach these classes. Salary increases might 
be reduced or not offered at all. 

In the longer term financial crisis, equity issues and prudent 
management might be set aside. The need for employee fur- 
loughs or terminations should depend upon program reviews 
and strategic planning assessments. Under these conditions, 
cuts are made initially among part-time faculty who teach 
required courses; later, cuts might be made in some tenured 
positions. These actions all occur to reduce the salary and 
fripge-beneflt costs. "Where possible, faculty and staff may elect 
;o v xe salary cuts to save jobs. This action must be carefully 
evaluated to determine if all programs should be saved or 
only those rated central to the mission of the institution. A 
continued decline in revenues leads to sale of surplus land 
and buildings and likely use of some endowment assets. Even 
with all of these actions, survival is not guaranteed. 

The preceding strategies and tactics to reduce costs during 
financial emergencies have all the defects of ad hoc actions. 
But this need not be the case. Various planning and manage- 
ment systems can be built to formally and systematically mon- 
itor use of institutional resources and clearly identify the 
actions needed to build a viable financial future. The appro- 
priate strategy is to mobilize all the people who have a stake 
in the future of an institution, and then base cost control plans 
on accurate data and information. 
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